
RECOMMENDATION

SUMMARY

DISCUSSION

CITYOF

HAYWARD
HEARTOFTHEBAY

DATE October122010

TO MayorandCityCouncilHousingAuthorityRedevelopmentAgency

FROM DirectorofFinance

SUBJECT AnnualInvestmentReviewAdoptionofStatementofInvestmentPolicyand
DelegationofInvestmentAuthority

ThatCounciladoptstheattachedresolutionsacceptingtheAnnualInvestmentReportreaffirming
theStatementofInvestmentPolicyanddelegatinginvestmentauthoritytotheDirectorofFinance

TheannualinvestmentreviewprovidestheCouncilwiththeopportunitytoreviewannual
investmentactivityreviewandapprovetheStatementofInvestmentPolicyandapprovetheannual
delegationofauthorityresolutions

StaffisproposingthreechangestotheInvestmentPolicy1anincreasetothemaximumLocal
AgencyInvestmentFundLAIFinvestmentdepositamountfrom120millionto150million2
achangetothereportingscheduletoprovideformalquarterlyinvestmentreportsratherthan
monthlyreportsand3theadditionoftwoappendicesforreference

FY2010continuedtoexperienceasevereeconomicrecessionwhichresultedinverylowinterest
ratesavailableforinvestmentPortfolioyieldandeamingsdroppeddramaticallyinFY2010
comparedtotheprioryearwithFY2010averaginga114yieldandinterestearningsof
2249087TheCityreliedontheLAIFforitsshortterminvestmentneedsastheLAIFratewas
betterthanothershortterminvestmentoptionswiththeaddedbenefitofsamedayliquidity

FY2010AnnualinvestmentReviewTheannualreviewAttachmentIIprovidestheCouncilwith
theopportunitytoreviewtheinvestmentportfoliosannualactivityandcomparethatactivityto
ensurecompliancewiththepolicy

InvestmentActivityStaffcontinuedtomaintaintheprinciplesofprudentinvestment
whichincludesafetyliquidityandyield



SafetyDuringFY2010theCitysportfoliodidnotexperienceanylossesofcapitalinvestmentor
principalCreditratingsoninvestmentswerecloselywatchedAllsecuritiesandnoteswereheldin
asafekeepingtrustaccountbyBankoftheWest

LiquidityTheCitytakesadvantageofLAIFwhichprovidesforsamedayliquidityandinterest
ratesthatarehigherthanothershorttermratesTheInvestmentPolicyrequiresthatnomorethan
40oftheportfoliomaybeinvestedbeyond12monthsandthattheaveragematurityshallnot
exceed400calendardaysTheCityhasmetthisliquidityrequirementeverymonththroughoutthe
fiscalyear

YieldThefollowingchartprovidesafiveyearperformanceoverviewfortheinvestmentprogram

in000s

AnnualAveragePortfolioYield

AnnualAverageAccruedInterest

AnnualAveragePortfolioBalance

FY2006 FY2007 FY2008 FY2009 FY2010

379 506 459 306 114

5881 8643 8434 5410 2249

162458 177590184095180424 177241

ForFY2010unauditedportfoliointeresttotaled2249millionadeclineof3161millionfrom
thepreviousyearThedecreaseinunauditedportfoliointerestwasexpectedduetotheeffectsofa
severeeconomicrecessionwhichresultedinareductionintheinterestratesavailablefor
investment

TheCitysportfolioyieldrateofretumexceededtheestablishedgoalyieldeverymonthduringFY
2010ThegoalyieldisestablishedintheInvestmentPolicyasaratethatis50basispointsgreater
thantheaverageofthethreeandsixmonthUSTreasuryBillrates

TheInvestmentAdvisoryCommitteeIACTheIACmetfourtimesinFY2010toreview
theinvestmentprogramTheCityManagerappointstheIACforthepurposeofoverseeingthe
implementationoftheCitysinvestmentprogramandassuringitisconsistentwiththeInvestment
PolicyasapprovedbytheCouncilTheCommitteeconsistsoftheAssistantCityManager
currentlyvacanttheCityAttorneyrepresentedbyAssistantCityAttorneyConneelytwo
departmentheadsappointedbytheCityManagerrepresentedbyFireChiefBuenoand
MaintenanceServicesDirectorMcGrathamemberofthefinanceacademiccommunity
representedbyProfessorZockfromCaliforniaStateUniversityEastBayandamemberofthe
bankingcommunityrepresentedbyMrStoddardofUnionBank

InvestmentPolicyViolationLAIFDepositLimitCityinvestmentpolicystatesthatthe
maximumLAIFdepositamountis120millionEffectiveNovember162009LAIFincreasedthe
maximumdepositlimitto50millionperaccountor150milliontotalsinceHaywardhasthree
LAIFaccountsFollowingtheLAIFpolicychangestaffexceededtheCitysInvestmentPolicy
limitof120millionforfourmonthsTheoverageswereasfollows15millionDecember
20091millionJanuary201057millionFebruary2010and45millionMarch2010
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TheoverinvestmentinLAIFwasaCitypolicyviolationhoweverthisviolationwasnotcalled
outinthemonthlyreportsWhenLAIFincreasedtheallowabledepositlimitinvestmentstaffdid
nothavecontrolsinplacetolimitourdepositsStaffrecentlyimplementedadditionalcontrolsin
ordertoavoidthissituationinthefutureStaffadvisedtheInvestmentAdvisoryCommitteeofthis
issueduringtheJuly282010quarterlymeetingStaffhasreviewedallInvestmentPolicy
requirementshasinstitutednewinvestmentlimitcontrolsandwillverifyallInvestmentPolicy
limitationsaremetpriortomakingfutureinvestmentdecisionsStaffcorrectedtheissueinApril
2010andendedtheyearbymeetingallInvestmentPolicyrequirements

StatementofInvestmentPolicyTheCouncilannuallyreviewsandapprovestheCitysStatementof
InvestmentPolicyAttachmentIIITheobjectivesoftheInvestmentPolicyincludecapital
preservationsafetyminimizingpotentialforcapitallossesfrommarketchangesbyremaining
sufficientlyliquidtomeetoperatingrequirementssafetyandliquidityandachievingareasonable
rateofreturnyieldThecurrentInvestmentPolicymeetstherequirementsoftheCalifornia
GovernmentCode

TheInvestmentPolicyincludingstaffsrecommendedchangesnotedbelowwasreviewedbythe
InvestmentAdvisoryCommitteeonSeptember142010andbytheCouncilBudgetandFinance
CommitteeonSeptember222010

StaffRecommendationChangetoInvestmentPolicyStaffrecommendsthreechangestothe
InvestmentPolicy1anincreasetothemaximumLAIFinvestmentdepositamountfrom120
millionto150million2achangetothereportingscheduletoprovideformalquarterly
investmentreportsratherthanmonthlyreportsmonthlyreportswillcontinueasinformalreportsto
theCityManagerandtheInvestmentAdvisoryCommitteeonlyand3theadditionoftwo
appendicesforreference

1LAIFistheCitysshortterminvestmentoptionofchoiceduetoitssamedayliquidity
andcompetitiveratesTheCityhasthreeaccountswithLAIFCityRedevelopment
AgencyandHousingAuthorityThecurrentInvestmentPolicymaximumdepositlimit
peraccountis40millionforatotalof120millionStaffrecommendsincreasingthe
InvestmentPolicylimitto50millionperaccountforatotalof150milliontomatch
themaximumdepositlimitallowedbyLAIFThischangemeetstherequirementsofthe
CaliforniaGovernmentCodeThelasttimetheLAIFdepositlimitwaschangedwas
January12002from30to40millionperaccount

2StaffcurrentlyprovidesadetailedformalmonthlyinvestmentreporttotheCity
ManagerInvestmentAdvisoryCommitteeandCityCouncilStaffrecommends
changingtheInvestmentPolicytoprovideamonthlysummaryreporttotheCity
ManagerandInvestmentAdvisoryCommitteeonlyAdetailedformalquarterlyreport
willbepresentedtotheCityManagerInvestmentAdvisoryCommitteeandCity
CouncilandplacedonthenextimmediateCouncilBudgetandFinanceCommittee
agendaforreviewanddiscussion

Thechangeisbeingproposedduetothelowlevelofactivityintheinvestmentportfolio
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SCHEDULE

StaffhasreviewedthisrecommendationwiththeCityAuditorswhohaveconcurredthat
theproposedquarterlyreportingschedulemeetstherequirementsoftheCalifornia
GovernmentCode

3StaffisproposingaddingtwoappendicestotheInvestmentPolicyasanadditional
referenceAppendixAprovidesthereaderwithasummaryofcreditratingswhile
AppendixBprovidesaglossaryofinvestmenttermsThisinformationisbeingaddedto
providethereaderwithanadditionalreference

AnnualAdoptionofDelegationofInvestmentAuthorityTheCouncilannuallyaffirmsthe
delegationofinvestmentauthorityintheattachedresolutionsAttachmentsIacauthorizingthe
DirectorofFinancetoconductinvestmentactivitiesfortheCityRedevelopmentAgencyand
HousingAuthority

FISCALIMPACT

UnauditedinterestincomeforFY2010totaled2249087whichisapproximately2or35872
morethanbudgeted

PUBLICCONTACT

TheInvestmentAdvisoryCommitteereviewedtheAnnualInvestmentReportandStatementof
InvestmentPolicyonSeptember142010andmeetsquarterlytoreviewgeneralinvestment
strategiesandmonitorresultsTheBudgetandFinanceCommitteereviewedtheAnnual
InvestmentReportandStatementofInvestmentPolicyonSeptember222010

ThisreportispreparedannuallyincompliancewiththeCityandStaterequirements

PreparedbyDeniseBlohmBudgetAdministrator

RecommendedbyDebraCAukerDirectorofFinance

Approvedby

FranDavidCityManager
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Attachments

AttachmentI Resolutions3
IaCityAcceptingAnnualReportReaffirmingStatementofInvestment
PolicyandRenewingDelegationofAuthoritytoMakeInvestments
IbHousingAuthorityAcceptingAnnualReportReaffirmingStatementof
InvestmentPolicyandRenewingDelegationofAuthoritytoMake
Investments

IcRedevelopmentAgencyAcceptingAnnualReportReaffirming
StatementofInvestmentPolicyandRenewingDelegationofAuthorityto
MakeInvestments

AttachmentIIFY2010AnnualInvestmentReview

AttachmentIIIFY2011StatementofInvestmentPolicy
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HAYWARDCITYCOUNCIL

RESOLUTIONNO10

IntroducedbyCouncilMember

RESOLUTIONACCEPTINGTHEANNUALREPORTON
INVESTMENTPROGRAMANDACTIVITYFORTHECITY

OFHAYWARDREAFFIRMINGTHESTATEMENTOF
INVESTMENTPOLICYANDRENEWINGTHE

DELEGATIONOFAUTHORITYTOMAKEINVESTMENTS
TOTHEDIRECTOROFFINANCE

AttachmentIa

WHEREASbyResolutionNo09146datedOctober062009theCityCounciladopted
aStatementofInvestmentPolicyfortheCityofHaywardand

WHEREAStheDirectorofFinancehassubmittedtheannualreporttotheCityCouncil
inaccordancewiththeInvestmentPolicyand

WHEREASundersection53607oftheCaliforniaGovernmentCodetheauthorityofthe
legislativebodytoinvestortoreinvestfundsofalocalagencyortosellorexchangesecuritiesso
purchasedmaybedelegatedforaoneyearperiodbythelegislativebodytothetreasurerofthe
localagencywhoshallthereafterassumefullresponsibilityforthosetransactionsuntilthe
delegationofauthorityisrevokedorexpiresandshallmakeamonthlyreportofthosetransactions
tothelegislativebodySubjecttoreviewthelegislativebodymayrenewthedelegationof
authoritypursuanttothissectioneachyear

NOWTHEREFOREBEITRESOLVEDbytheCityCounciloftheCityofHayward
thatthereportentitledFY2010AnnualInvestmentReviewacopyofwhichisonfileinthe
officeoftheCityClerkoftheCityofHaywardisherebyacceptedastheannualreportrequiredby
theinvestmentpolicyoftheCityofHayward

BEITFURTHERRESOLVEDthattheStatementofInvestmentPolicyishereby
reaffirmedasamendedandthattheauthorityoftheDirectorofFinanceorhisorherdesigneeto
makeinvestmentspursuanttothePolicyisherebyrenewed

BEITFURTHERRESOLVEDthattheDirectorofFinanceandhishersuccessorsin

officeisauthorizedtoorderthedepositorwithdrawalofmoneyintheaccountsoftheCityof
HaywardtheRedevelopmentAgencyandtheHousingAuthoritywithintheLocalAgency
InvestmentFundoftheStateofCaliforniaforthepurposeofinvestmentinaccordancewiththe
provisionsofSection164291oftheCaliforniaGovernmentCodeandfurtherauthorizedto
delegateresponsibilityfordailydepositsorwithdrawalsofmoneyintheabovereferencedaccounts
asrequiredtoensureproperfunctioningofthefiscaloperationsoftheCityandtheseagencies



INCOUNCILHAYWARDCALIFORNIAOctober122010

ADOPTEDBYTHEFOLLOWINGVOTE

AYESCOUNCILMEMBERS

MAYOR

NOESCOUNCILMEMBERS

ABSTAINCOUNCILMEMBERS

ABSENTCOUNCILMEMBERS

APPROVEDASTOFORM

CityAttorneyoftheCityofHayward

ATTEST

CityClerkoftheCityOfHayward
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HOUSINGAUTHORITYOFTHECITYOFHAYWARD

RESOLUTIONNO10

IntroducedbyCommissioner

RESOLUTIONACCEPTINGTHEANNUALREPORTON

INVESTMENTPROGRAMANDACTIVITYFORTHECITY

OFHAYWARDHOUSINGAUTHORITYREAFFIRMINGTHE
STATEMENTOFINVESTMENTPOLICYANDRENEWINGTHE
DELEGATIONOFAUTHORITYTOMAKEINVESTMENTS

TOTHEDIRECTOROFFINANCE

AttachmentIb

WHEREASbyResolutionNoHA0901datedOctober062009theHousing
AuthorityBoardadoptedaStatementofInvestmentPolicyfortheCityofHaywardand

WHEREAStheDirectorofFinancehassubmittedtheannualreporttotheCityCouncil
inaccordancewiththeInvestmentPolicyand

WHEREASundersection53607oftheCaliforniaGovernmentCodetheauthorityofthe
legislativebodytoinvestortoreinvestfundsofalocalagencyortosellorexchangesecuritiesso
purchasedmaybedelegatedforaoneyearperiodbythelegislativebodytothetreasurerofthe
localagencywhoshallthereafterassumefullresponsibilityforthosetransactionsuntilthe
delegationofauthorityisrevokedorexpiresandshallmakeamonthlyreportofthosetransactions
tothelegislativebodySubjecttoreviewthelegislativebodymayrenewthedelegationof
authoritypursuanttothissectioneachyear

NOWTHEREFOREBEITRESOLVEDbytheHousingAuthorityBoardoftheCityof
HaywardthatthereportentitledFY2010AnnualInvestmentReviewacopyofwhichisonfile
intheofficeoftheCityClerkoftheCityofHaywardisherebyacceptedastheannualreport
requiredbytheinvestmentpolicyoftheCityofHayward

BEITFURTHERRESOLVEDthattheStatementofInvestmentPolicyishereby
reaffirmedasamendedandthattheauthorityoftheDirectorofFinanceorhisorherdesigneeto
makeinvestmentspursuanttothePolicyisherebyrenewed

BEITFURTHERRESOLVEDthattheDirectorofFinanceandhishersuccessorsin

officeisauthorizedtoorderthedepositorwithdrawalofmoneyintheaccountsoftheCityof
HaywardtheRedevelopmentAgencyandtheHousingAuthoritywithintheLocalAgency
InvestmentFundoftheStateofCaliforniaforthepurposeofinvestmentinaccordancewiththe
provisionsofSection164291oftheCaliforniaGovernmentCodeandfurtherauthorizedto
delegateresponsibilityfordailydepositsorwithdrawalsofmoneyintheabovereferencedaccounts
asrequiredtoensureproperfunctioningofthefiscaloperationsoftheCityandtheseagencies



INCOUNCILHAYWARDCALIFORNIAOctober122010

ADOPTEDBYTHEFOLLOWINGVOTE

AYESCOMMISSIONMEMBERS

CHAIR

NOESCOMMISSIONMEMBERS

ABSTAINCOMMISSIONMEMBERS

ABSENTCOMMISSIONMEMBERS

ATTEST

APPROVEDASTOFORM

CounseloftheHousingAuthorityfor
theCityofHayward

SecretaryoftheHousingAuthority
oftheCityOfHayward

Page2ofResolutionNo08



REDEVELOPMENTAGENCYOFTHECITYOFHAYWARD

RESOLUTIONNORA 10

IntroducedbyAgencyMember

RESOLUTIONACCEPTINGTHEANNUALREPORTON

INVESTMENTPROGRAMANDACTIVITYFORTHE

REDEVELOPMENTAGENCYOFTHECITYOFHAYWARD
REAFFIRMINGTHESTATEMENTOFINVESTMENT

POLICYANDRENEWINGTHEDELEGATIONOF

AUTHORITYTOMAKEINVESTMENTSTOTHEDIRECTOR

OFFINANCE

AttachmentIc

WHEREASbyResolutionNoRA0920datedOctober62009theAgencyMembers
adoptedaStatementofInvestmentPolicyfortheRDAfortheCityofHaywardand

WHEREAStheDirectorofFinancehassubmittedtheannualreporttotheCityCouncil
inaccordancewiththeInvestmentPolicyand

WHEREASundersection53607oftheCaliforniaGovernmentCodetheauthorityofthe
legislativebodytoinvestortoreinvestfundsofalocalagencyortosellorexchangesecuritiesso
purchasedmaybedelegatedforaoneyearperiodbythelegislativebodytothetreasurerofthe
localagencywhoshallthereafterassumefullresponsibilityforthosetransactionsuntilthe
delegationofauthorityisrevokedorexpiresandshallmakeamonthlyreportofthosetransactions
tothelegislativebodySubjecttoreviewthelegislativebodymayrenewthedelegationof
authoritypursuanttothissectioneachyear

NOWTHEREFOREBEITRESOLVEDbytheAgencyMembersoftheRDAofthe
CityofHaywardthatthereportentitledFY2010AnnualInvestmentReviewacopyofwhichis
onfileintheofficeoftheCityClerkoftheCityofHaywardisherebyacceptedastheannual
reportrequiredbytheinvestmentpolicyoftheCityofHayward

BEITFURTHERRESOLVEDthattheStatementofInvestmentPolicyishereby
reaffirmedasamendedandthattheauthorityoftheDirectorofFinanceorhisorherdesigneeto
makeinvestmentspursuanttothePolicyisherebyrenewed

BEITFURTHERRESOLVEDthattheDirectorofFinanceandhishersuccessorsin

officeisauthorizedtoorderthedepositorwithdrawalofmoneyintheaccountsoftheCityof
HaywardtheRedevelopmentAgencyandtheHousingAuthoritywithintheLocalAgency
InvestmentFundoftheStateofCaliforniaforthepurposeofinvestmentinaccordancewiththe
provisionsofSection164291oftheCaliforniaGovernmentCodeandfurtherauthorizedto
delegateresponsibilityfordailydepositsorwithdrawalsofmoneyintheabovereferencedaccounts
asrequiredtoensureproperfunctioningofthefiscaloperationsoftheCityandtheseagencies



INCOUNCILHAYWARDCALIFORNIAOctober122010

ADOPTEDBYTHEFOLLOWINGVOTE

AYESAGENCYMEMBERS

CHAIR

NOESAGENCYMEMBERS

ABSTAINAGENCYMEMBERS

ABSENTAGENCYMEMBERS

APPROVEDASTOFORM

GeneralCounsel

ATTEST

SecretaryoftheRedevelopmentAgency
oftheCityOfHayward
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CityofHaywardFinanceDepartment

Prudent

management

alongwitha

sound

Investment

Policyhave

ensuredasolid

Investment

Program

AnnualPortfolioYield

AnnualAccruedInterest

AnnualAvgPortfolioBalance

September142010

FY2010

AY rARD AnnualInvestmentReview
HEARTOFTHEBAY

Summary
Theannualreviewprovidesanoverviewoftheyearsinvestmentactivities

TheannualreviewisprovidedtotheCityCouncilasasupplementtomonthly

investmentreportsTheannualreviewispreparedincompliancewiththeCity

ofHaywardInvestmentPolicyandCaliforniaGovernmentCodeThepurpose

ofthereportistoapprisethemembersoftheCityCouncilontheperformance
compositionqualitydiversityandliquidityoftheCityinvestmentportfolio

duringtheprecedingfiscalyear

ThereportprovidesanopportunityfortheCityCounciltoconductitsreview

andannuallyadopttheStatementofInvestmentPolicyinaccordancewithCity

andStaterequirementsandtoamendthepolicyasrecommendedorasre
quiredtomeetlocalneedsorlegalrequirements

FY2010YearInReview

StaffcontinuedtomaintainanemphasisonsafetyliquidityandyieldinFY
2010

FY2010unauditedportfoliointeresttotaled2249millionwhichwasade

clineofapproximately58or3161millionfromthepreviousyearRates

availableforinvestmentinFY2010wereextremelylowFY2010annualport

folioyieldwas114 whichwasadeclineofapproximately63192basis
pointsfromthepreviousyearThedeclinewasexpectedduetotheeffectsofa

severeeconomicrecessionwhichcausedareductionininterestratesavailable

forinvestmentAsavailableinterestratesdeclinedshortterminvestments

wereshiftedintoLAIFduetoLAIFscompetitiverateofreturnandsameday

liquidityForFY2010averagemonthlycashavailableforinvestmentwas177

millionwhichwasadeclineofapproximately232millionfromtheprevi
ousyear

AnnualAverageComparison j
in000s FY2006 FY2007 FY2008 FY2009 FY2010

379 506 459 306 114

5881 8643 8434 5410 2249
162458 177590 184095 180424 177241

AttachmentII

FY2olo

Overview

114 average

annualyield

Inside

Available

InvestmentRates

PortfolioYield

CashInterest

Earnings

MonthlyMaturity
Comparison

AverageLiquidity

FairMarketValue

PortfolioMakeUp
CreditWorthiness

Oversight
Accounting

InternalControls

PolicyConstraints

22million
unauditedannual

interestincome

177million

averagemonthly

cashavailablefor
investment
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Page2

Availableinvest

mentratesare

determinedby

national

economic

conditions

Yieldisthe

percentageof

annualreturn

oninvestment

FY2010AnnualInvestmentReview

AvailableInvestmentRates

FY2omoratesavailableforinvestmentre
mainedverylowastheeconomyremainedin
aneconomicdownturn

Thecharthighlightsthelowratesavailablein
shortandmediumtermmaturitiesinFY2010

Ratesunderoneyearhaveremainedextremely
lowOfparticularnotetheLAIFratefollowed
thedeclineofotherratesbutdeclinedata

slowerrateduetoLAIFslongermaturity

period

InDecember2o08theFederalReservewent

toafederalfundsrateof025zeropercent

TheratehasnotchangedsinceThisiswhat

newsreportsrefertowhentheytalkaboutthe

Fedchanginginterestrates

PortfolioYield

ForFY2olotheportfolioearnedan declineintheportfolioyieldwhilethegoalyield
averageyieldof114 droppedleveledoffthenbegantoincrease

InFY2010ratesavailableforinvestmentwere

verylowAsratesavailableforinvestmentde

clinedsodidtheoverallinvestmentportfolio

yieldTheaverageannualyielddeclinedap

proximately63192basispoints

Theyielddecreasewasaresultoftwofactors
Firstthematurationorcallofhigheryielding

securitiesfollowedbythepurchaseoflower

yieldingsecuritiesSecondadropinratesaided
tothedecline

ItshouldbeemphasizedthattheStatementof

InvestmentPolicystatesthattheportfolioisto
bemanagedwithanemphasisfirstonsafety

thenonliquidityandfinallyonyield

Thereforeitshouldbeemphasizedthattheneed

tomaintainqualitydiversityandliquiditycon

straintheabilitytomaximizeyield

ThecharthighlightstheFY2010portfolioyield

versusthegoalyieldThechartshowsasteady

AttachmentII
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CashandInterestEarnings

CashAvailablefor

Investment

ForFY2010theaverage

monthlyportfoliocashbalance
totaled177millionapproxi

mately232millionless

thanthepreviousyearThe

highestportfoliobalancewas
18814o678forthemonthof

April2010andthelowwas
1586o2997forthemonthof

November2009

ThechartshowsthattheCitys
cashavailableforinvestment

overthepastfiveyears

InterestEarnings

ForFY2010unauditedinterest

incometotaled2249million

anapproximately5832
milliondeclinefromtheprevi

ousyearThedeclineininterest
earningswasduetolowinterest
ratesavailableforinvestment
duetothesevereeconomicre

cessionThechartshowsthe

changeinannualinterestin

comeoverthepastfiveyears

InFY2010theCitybudgeted
2213215millionininterest
revenueUnauditedinterest

incometotals2249o87which

isapproximately2more

35872thananticipated

September142010
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Overthepast

fiveyearscash

availablefor

investmenthas

averaged176

millionwhile

annualinterest

hasaveraged

61million
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Page4

Securitiesare

purchasedin

variousmaturity

rangesinorder

toensure

liquidity

FY2010AnnualInvestmentReview

MonthlyMaturityComparison

Samedayinvestmentsaveraged67inFY
2010

Aportfoliohastheappropriatelevelofli

quidityifneededportionsofitcanbe1

convertedintocashtomeetobligationsand

2takeadvantageofmarketconditions

Ofthetwofactorsabovetheneedtomeet

obligationsisthemostcriticalLAIFisthe

investmentofchoiceforthispurposeLAIF
offerstheCityovernightliquidityatrates

thatareequivalenttoothershorttermin

vestmenttypeswiththeaddedbenefitof

dailywithdrawalbeingavailable
Throughouttheyearavailableinvestment
rateshavedeclinedAstheratesdeclineda

largerpercentageoftheshorttermportfolio

wereinvestedinLAIFDuringperiodof
decliningratestheLAIFyieldisslowtode

clineduetoitslongermaturityperiodAs

ratesimprovestaffwillbeevaluatingother

shortterminvestmentopportunitiesTo
learnmoreaboutLAIFvisithttp

wwwtreasurercagovpmialaif

Thefollowingchartrepresentstheportfo

liosmonthlymaturitybracketsAscanbe

seeninthechartalargepercentageofin
vestmentswereinthe1dayliquidityrange

InvestmentinLAIFrepresentsthe1day

maturityperiodandisindicatedbythedark
bluebar
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AverageLiquidity

Asratesdeclinedstaffconcentratedinvest
mentsintoLAIF

LAIFandothershortterminvestmentsprovide

sufficientliquiditytomorethancoverforeseeable

shortfallsincashresultingfromthenormalvari
abilityofmanyrevenuesourcesAnyinvest
mentsintheportfoliocouldbesoldimmediately

iftheneedarosealthoughitisgenerallythe
Cityspracticetoholdinvestmentsuntilmaturity

Thechartshowstheaveragematurityperiodsfor

FY2010Ascanbeseeninthechartalargepor
tionoftheportfoliosonedaymaturitywasin

vestedintoLAIFmainlyduetothedeclining
ratesofothershortterminvestmentsInthe

FairMarketValueMarktoMarket

TheCityisrequiredtoreporttheportfoliosfair
marketvalueeachJune30thThisinformation

isreportedintheAnnualComprehensiveAn

nualFinancialReportCAFRForFY2010the

unauditedfairmarketvalueshowsapositive
gainof

Thevalueatmaturityofallsecuritiesinthe

portfolioisnotaffectedbythiscalculation
Whatisdemonstratedisthemovementinbond

pricesassociatedwithchangesinbondmarket
yieldsSincebondyieldsandbondpricesmove

120000000

100000000

80000000

60000000

40000000

20000000

o

FY2010

AveragePortfolioMaturityRange
ByBookValue

1day1mo13mo36mo69mo91211515223yr34yr
mo yr yr

September142010

futurewhenratesimprovetheportfoliowillbe

ladderedbetweenalargernumberofmaturity
ranges

InNovember2009LAIFdepositlimitswere

increasedfrom4oto5omillionperaccount
TheCityofHaywardhasthreesuchaccounts

DuringtheannualCityCouncilreviewinOctober

2010staffwillberecommendingtheStatement
ofInvestmentPolicybeamendedtoreflectan
increaseinuseoftheLAIFasavaluableshort

terminvestmentoptionandthatitmaybeused
uptothemaximumpermittedbyCaliforniaState
Law

inoppositedirectionsanyoveralldecreaseinmar
ketvalueinterestratesservetoincreasethepriceof

existingholdings

Throughrevisionsofthemonthlyinvestmentre
portmonthlymarketvalueinformationwasnot

presentedinFY2010Goingforwardmonthly
marketvalueinformationwillbepresentedinquar

terlyreportsasrecommendedintheCityspolicy

Marketvalueinformationisprovidedmonthly
throughtheBankoftheWestsafekeepingstate
ments

AttachmentII
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Toensure

adequatecashis

availablethe

Citymonitorsits

cashposition

dailysatisfijing

itsobligations

andinvestingthe

remainingcash

Marketvalueis

thecurrentprice

atwhichinvestors

arewillingtobuy

orsellabondata

giventime
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Portfolio

composition

describesthe

makeupofthe

portfolioby

securitytype

Acreditrating

assessesthe

creditworthiness

ofacorporation

Creditratingsare

calculatedfrom

financialhistory

andcurrentas

setsandliabili

tiesTypicallya

creditratingtells

aninvestorthe

probabilityofthe

subjectbeingable

topaybacka

bond

FY2010AnnualInvestmentReview

PortfolioMakeUp
Adiverseportfolioaddsvalueand

safety

Theinvestmentprograminvestedin

diversesecuritytypesinordertobetter

meetitssafetyliquidityandyieldre

quirementsDiversifyingsecurityissu
ersandtypesalongwithcorrelating
investmentmaturitieswithcashflow

needsdilutesriskThechartshowsthe

averagecompositionofamonthlyFY

2010portfolio Ascanbeseenfrom

thegraphtheportfolioisdiversified
amongseveralsecuritytypeswithLAIF

beingadiversifiedinvestmentinthat

LAIFiscomposedofvarioussecurity

types

CreditWorthiness

Securitycreditratingsaremonitored
monthly

Thegraphpresentstheportfolioin

vestmentsbycreditratingsasofJune

302010AAAandAAarelongterm

ratingsmaturityofgreaterthanone

yearLAIFhasnotbeenissuedacredit
ratingbyanationalratingagencyand

islistedseparatelyTheAAslice
representsonecorporatesecurity
whichwillmatureonAugust92010

Thesecurityislistedinthetablebelow

Thismediumtermcorporatenotewas

purchasedwithanSPratingofAA
buthasbeendowngradedtoAA The

AAratingexceedsthePolicymini

mumratingAforamediumterm

notewithamaturityof23years

Genera

cash

account

1

11111111111ww
Corporate
Notes

4

AAALT
34

FY2010

AveragePortfolioComposition

Federal

Agency
29

CreditRating

Treasury
Bill

AttachmentII

LAIF

65

AALT
1

General

Bank

Account

1

LAIF

64

Company
ofissues

S PRating
TotalAmount

inmillions
MaturityDate

WellsFargo AA 2 080910
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Oversight
TheInvestmentAdvisoryCommitteehasmet
withFinancestaffeveryquarterformore

thanfourteenyears

ThepurposeofInvestmentAdvisoryCommit

teemeetingsistoreviewinvestmentstrategy
approvenewinvestmentsourcesdiscusseco
nomicdevelopmentsmonitorinvestment

activityandconsiderproposedchangesto

investmentpracticesandtotheStatementof

InvestmentPolicy

Theresulthasbeenafocusonsafeinvesting

improvedinvestmentstandardsandim
provedinvestmentqualityTheCommittee

hasprovidedaninvaluablesoundingboard
forstaffconcernsabouttheeconomythe
directionofinterestratesdowngradingof

wellratedissuersofsecuritiesandavariety

ofothersubjectsrelatedtothetreasuryop
eration

InformationisprovidedtotheCommittee
monthlybytheFinanceDepartmentThe

FinanceDirectorchairsthequarterlymeet

ingswhichincludeabriefingfromtheIn

AccountingRequirements

Investmentproceduresandresultsarere

viewedbyindependentauditors

TheCitysComprehensiveAnnualFinancial

ReportCAFRprovidesanannualdisclosure
ofinvestmentcreditandconcentrationrisk

ThedisclosureisasnapshotoftheCitysin
vestmentsbothCityandTrusteeheldasof

June3o

Thepurposeofthedisclosureistoinform
financialstatementusersaboutinvestment

risksthatcouldaffecttheCitysinvestments
andthusaffecttheCitysabilitytoprovide
servicesandmeetitsobligationsTheFY
2010CAFRwillbeavailableinDecember

2010andwillcontaintheFY2010disclosure

September142010

vestmentOfficeronthestatusoftheinvest

mentportfolio

TheCommitteeconsistsoftheAssistantCity

ManagercurrentlyvacanttheCityAttorney

representedbyAssistantCityAttorneyCon
neelytwodepartmentheadsappointedby
theCityManagerrepresentedbyMainte
nanceServicesDirectorMcGrathandFire

ChiefBuenoamemberoftheFinanceAca

demiccommunityrepresentedbyProfessor
ZockfromCaliforniaStateUniversityEast

BayCSUEBandamemberofthebanking

communityrepresentedbyMrStoddardof
UnionBanc

ThecontributionsofAndrewStoddardVPof
InstitutionalSalesfromUnionBancandPro

fessorZockofCSUEBwarrantparticular

attentionanddeserveparticularthanks

Thesecommunitymembersvolunteertheir
timeandexpertiseineconomicandfinancial

matterstoparticipateascommitteemem
bersTheirparticipationisinvaluabletore

viewingandmaintainingaprudentandeffec

tiveinvestmentprogram

AttachmentII
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PolicyvsJune302010
ForAssetClasseswithPerentageLimitation

100

80

60

40

20

0

BankoftheUnitedStatesFederalAgencyBankers Certifof Corporate Repurchase AAAAssetCommercial

WestDepositsGovernment Acceptances Deposit Notes AgreementsBackedNotes Paper

Negotiable

Policy June302010

Page8 FY2010AnnualInvestmentReview

InternalControls

Staffcontinuedtomonitorinvestmentrisk
inordertonzaxinzizesafetyinFY2omo

Internalcontrolsaredefinedasaprocess
effectedbyanorganizationsstructurework

andauthorityflowspeopleandmanage

mentinformationsystemsdesignedtohelp

theorganizationaccomplishspecificgoals

orobjectivesItisameansbywhichanor
ganizationsresourcesaredirectedmoni

toredandmeasuredItplaysanimportant
roleinpreventinganddetectingfraudand

protectingtheorganizationsresourcesAt
theorganizationallevelinternalcontrol

objectivesrelatetothereliabilityoffinancial
reportingtimelyfeedbackontheachieve

mentofoperationalorstrategicgoalsand

compliancewithlawsandregulations
TheStatementofInvestmentPolicysinter

nalcontrolrequirementswereobservedto
include

1 Transactionswereonlycompletedwith

investmentinstitutionsthatwerequali

fiedandapprovedbytheInvestment

AdvisoryCommittee

2Alltransactionswereexecutedonade

liveryversuspaymentbasisThis

meansthattheCitydoesnotpayforse
curitiesuntilitstitletothemiscon

firmed

3 Competitivebiddingwasthestandard

methodofsecurityprocurementandall
bidderswereprequalifiedbyagreement

tocomplywiththeCitypoliciesFurther
morenoadditiontothebidderslistis
madewithouttheconcurrenceoftheIn

vestmentAdvisoryCommittee

4 Investmentpracticesfollowedwritten
proceduresintheStatementofInvest

mentPolicyaspreviouslyapprovedby

theCityCouncil

5 Allinvestmentinstrumentsweresecured

throughthirdpartycustodyandsafe

keepingproceduresbyBankoftheWest

6 TheCityemployedacomputerizedcash

budgetingsystemwhichplotsexpendi
turerequirementsandincomedelivery

fortheentireyearStaffcorrelatedin
vestmentmaturitieswithcashflowneeds

asamatterofroutine

ThechartprovidesacomparisonbetweenCityInvestmentPolicylimitationsandJune

302010investmentportfolioholdings

AttachmentII
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1 TheCityshallnotinvestininstruments

whosematuritiesexceedfouryearsatthe
timeofpurchaseStatelawallowsfive

yearmaturitiesbutCitypolicyismore
restrictivethanStatelaw

AsofJune302010andthroughouttheyearallsecu

ritiesthatwerepurchasedmaturedwithinfouryears

2 Nomorethan40oftheportfolioshallbe
investedbeyondtwelvemonths

AsofJune30201032oftheportfoliowasinvested
inmaturitiesbeyondoneyearTheCitysportfoliometthis
requirementforeachmonthduringFY2010

3 Theaveragematurityofportfolioinvest
mentsshallnotexceed400calendardays

AsofJune302010theportfoliosaverageweighted

maturitywas229daysTheCitysportfoliomettheaverage
maturityrequirementeachmonthduringFY2010

4 MediumTermCorporateNotesecurities
purchasedmustberated

Term1day2years A

Term23Years A

Term34Years AA

AsofJune302010theCityheldonemediumterm

corporatesecuritywhoseratingwasAATheratingcom
plieswiththeCitysPolicyTheCitydidnotpurchaseany
mediumtermcorporatesecuritiesinFY2010

5 LocalAgencyInvestmentFundLAIF

investmentshaveamaximumof4o

millionperaccountTheCitycurrently
hasthreeLAIFaccountsthereforethe

maximumdepositinLAIFis120mil
lionEffectiveNovember162009LAIF

increasedtheperaccountdepositlimit
from4oto5omillionThechangewas
recommendedbasedontheneedsvoiced

bylocalgovernmentparticipants

FollowingtheLAIFpolicychangewhichincreasedthe
maximumdepositamountstaffexceededtheCityspolicy
limitof12omillionforfourmonthsTheoverageswereas
follows15millionDecember20091million
January201057millionFebruary201oand45
millionMarch2010TheoverinvestmentinLAIFwasa
policyviolationandwasnotcalledoutinthemonthlyre
portsStaffcorrectedtheissueinApril2010andendedthe
yearbymeetingallpolicyrequirementsStaffadvisedthe
InvestmentAdvisoryCommitteeofthisissueduringthe

July282010quarterlymeetingForFY2011staffisrec
ommendingupdatingtheCityInvestmentPolicysothat
LAIFmaybeuseduptothemaximumallowablebyLAIF

PolicyConstraints
AtJune302010theinvestmentportfoliometpolicylimitationshoweverduringthemonthsofDe
cemberJanuaryFebruaryandMarchthepolicywasviolatedbyoverinvestingintheLAIFbyupto

57million

TheInvestmentPolicysetsguidelinesandconstraintstoguidetheinvestmentprogramThesestan

dardsensureasafeandprudentinvestmentprogramTheStatementofInvestmentPolicysetsthree

majormaturityconstraintstoinsureliquidityandotherconstraintstosupportsafetyanddiversifica

tionThechartprovidesacomparisonbetweenthepolicyandtheinvestmentprogram

Policy Program

September142010

AttachmentII
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Interestrates

Percent

FutureInvestmentStrategy

WhatdoesthefuturelooklikeInvestmentstrategyrequiresassumptionsaboutthefuture

TheinvestmentstrategygoingintoFY2011istoselectivelyextendmaturitiestotakeadvantage
ofinterestratesandtoevaluateinvestmentinLAIFAsalwaysemphasisisplaceduponsafety

andliquidityTheCitycontinuestoinvestinhighlyratedgovernmentsecuritieswhicharenot
backedbymortgagesandstaffwillcloselyconsiderfinancialmarketsbeforebeginningtoinvest

incorporatenotes

TheratesettingFederalReserveOpenMarketCommitteemaintainedthezeroto25federal

fundsrateasofJune2010ForFY2011interestrateestimatescontinuetobelowIntheup
comingyearnationaleconomicinformationwillbereviewedforitsaffectonratesavailablefor
investment

2909

NoteQuarterlyforecastsareforendofperiodyields
SourceFederalReserveBoardandUBSestimates

ReferenceUBSUSEconomicPerspectivesJuly92010

Attachments

1FY2010PurchaseReport
2FY2010MaturityReport

3FY2010SaleCallReport

Preparedby
BudgetAdministrator
Deniseblohm@haywardcagov2010

Annual averagesEnd ofperiodC
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402 10A 20A 30E 40E 2009E27907E2011E299E2010E2099EFederal

fundsrate0 13013 0 130 130 0250 025013 012 0 4401 0 02510 2

yeargovernmentnotes10 11 10 06 07 08 10 08 13 11 0 818 10

yeargovernmentnotes33 39 38 30 3 03 333 33 37 39 3 34 0Interest

ratesPercent

Future

InvestmentStrategyWhat

doesthefuturelooklikeInvestmentstrategyrequiresassumptionsaboutthefutureThe

investmentstrategygoingintoFY2011istoselectivelyextendmaturitiestotakeadvantageof
interestratesandtoevaluateinvestmentinLAIFAsalwaysemphasisisplaceduponsafetyand

liquidityTheCitycontinuestoinvestinhighlyratedgovernmentsecuritieswhicharenotbacked
bymortgagesandstaffwillcloselyconsiderfinancialmarketsbeforebeginningtoinvestin

corporatenotesThe

ratesettingFederalReserveOpenMarketCommitteemaintainedthezeroto25federalfunds

rateasofJune2010ForFY2011interestrateestimatescontinuetobelowIntheupcoming
yearnationaleconomicinformationwillbereviewedforitsaffectonratesavailableforinvestment
2909

Note

QuarterlyforecastsareforendofperiodyieldsSource
FederalReserveBoardandUBSestimatesReference

UBSUSEconomicPerspectivesJuly92010Attachments

1

FY2010PurchaseReport2
FY2010MaturityReport3

FY2010SaleCallReportPrepared

byBudget
AdministratorDenise
blohm@haywardcagov2010Annual

averages Endof periodCI
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FY2011 StatementofInvestmentPolicy

IIntroduction

Thepurposeofthisdocumentistoidentifyvariouspoliciesandproceduresthatenhance
opportunitiesforaprudentandsystematicinvestmentprocess

Theinitialsteptowardaprudentinvestmentpolicyistoorganizeandformalizeinvestmentrelated
activitiesRelatedactivitieswhichcomprisegoodcashmanagementincludeaccuratecashprojectionthe
expeditiouscollectionofrevenuethecontrolofdisbursementscosteffectivebankingrelationsandshort
tennborrowingprogramwhichcoordinatesworkingcapitalrequirementsandinvestmentopportunityIn
concertwiththeserequirementsarethemanyfacetsofanappropriateandsecureshortterminvestment
program

Itisintendedthatthispolicycoversallshorttermoperatingfundsandinvestmentactivitiesunder
thedirectauthorityoftheCity

AIncluded FundsincludedinthispolicyaredescribedintheCitysannualfinancialreportand
includeGeneralFundSpecialRevenueFundsCapitalProjectsFundsEnterpriseFundsInternal
ServiceFundsFiduciaryFundsRedevelopmentAgencyFundsandHousingFinanceAgency
FundsTheinvestmentpolicyappliestoalltransactionsinvolvingthefinancialassetsandrelated
activityoftheforegoingfunds

BExcluded Thefollowingfundsareexcludedfromthepolicy DeferredCompensationFund
assetsandinvestmentswhereasinvestmentsofthesemoniesaredirectedbyeachemployeein
accordancewiththerulesoftheDeferredCompensationPlanoftheCityandemployerand
employeedepositsintoboththePARSandPERSFund

TheCitysprimaryinvestmentobjectiveistoachieveareasonablerateofretumonpublicfunds
whileminimizingthepotentialforcapitallossesarisingfrommarketchangesorissuerdefaultAlthoughthe
generationofrevenuesthroughinterestearningsoninvestmentsisanappropriateCitygoaltheprimary
considerationintheinvestmentofCityfundsiscapitalpreservationintheoverallportfolioAssuchthe
CitysyieldobjectiveistoachieveareasonablerateofreturnonCityinvestmentsratherthanthemaximum
generationofincomewhichcouldexposetheCitytounacceptablelevelsofrisk

AttachmentIII

COtherexcludedfunds Moniesheldbyatrusteeorfiscalagentandpledgedtothepaymentor
securityofbondsorotherindebtednessorobligationsunderaleaseinstallmentsaleorother
agreementoftheCityorcertificatesofparticipationinthosebondsindebtednessorlease
installmentsaleorotheragreementsmaybeinvestedinaccordancewiththeordinanceresolution
indentureoragreementapprovedbytheCityCouncilwhichgoverntheissuanceofthosebondsor
leaseinstallmentsaleorotheragreementratherthanthisStatementofInvestmentPolicy

IIObectives
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FY2011 StatementofInvestmentPolicy

InmanagingtheCityOfHaywardsInvestmentPortfoliotheCitysprimaryobjectivesaresafety
liquidityandyield

1 SafetyofprincipalistheforemostobjectiveoftheCityfollowedbyliquidityandyield Each

investmenttransactionshallseektofirstensurethatcapitallossesareavoidedwhethertheyarefrom
securitiesdefaultsorerosionofmarketvalue

2 LiquidityTheCitysinvestmentportfoliowillremainsufficientlyliquidtoenabletheCitytomeetall
operatingrequirementswhichmightbereasonablyanticipatedThisneedforinvestmentliquiditymay
betemperedtotheextentthattheCityisabletoissueshortteennotestomeetitsoperating
requirements

3 Yield Theinvestmentportfolioshallbemanagedtoattainamarketaveragerateofreturnthroughout
budgetaryandeconomiccyclestakingintoaccounttheCitysinvestmentriskconstraintsandcashflow
requirementsandstateandlocallawordinancesorresolutionsthatrestricttheplacementofshortterm
fundsInvestmentdecisionsshouldnotincurunreasonableinvestmentrisksinordertoobtaincurrent

investmentincome

4 GoalYieldTheinvestmentportfolioshallbemanagedwiththeobjectiveofregularlyexceedingby50
basispointstheaverageofthreemonthandsixmonthUSTreasuryBillratesfortheequivalent
periodTheseindicesareconsideredbenchmarksforrisklessinvestmenttransactionsandtherefore
compriseaminimumstandardfortheportfoliosrateofretumTheinvestmentprogramshallseekto
augmentreturnsabovethisthresholdconsistentwithrisklimitationsidentifiedhereinandprudent
investmentprinciples

5 DiversificationTheCitysinvestmentportfoliowillbediversifiedtoavoidincurringunreasonableand
avoidablerisksassociatedwithconcentratinginvestmentsinspecificsecuritytypesorinindividual
financialinstitutions

WhiletheCitywillnotmakeinvestmentsforthepurposeoftradingorspeculationasthedominant
criteriontheFinanceDirectorshallseektoenhancetotalportfolioretumbymeansofactiveportfolio
managementTheprohibitionofspeculativeinvestmentsprecludespursuitofgainorprofitthroughunusual
riskandprecludesinvestmentsprimarilydirectedatgainsorprofitsfromconjecturalfluctuationsinmarket
pricesHoweveraslongastheoriginalinvestmentscanbejustifiedbytheirordinaryearningpowertrading
inresponsetochangesinmarketvalueormarketdirectionisarequirementofactiveportfoliomanagement

GovernmentCodeSections164812536015360753635and53646oftheStateofCalifomia
regulatetheinvestmentpracticesItisthepolicyoftheCityofHaywardtousetheStatesprovisionsforlocal
governmentinvestmentsasthebasefordevelopingandimplementingtheCitysinvestmentpoliciesand
practices

InaccordancewithSection53607oftheCaliforniaGovernmentCodetheresponsibilityfor
conductingtheCitysinvestmentprogramisdelegatedtotheFinanceDirectorwhohasestablishedwritten
proceduresfortheoperationoftheinvestmentprogramconsistentwiththisinvestmentpolicywhichalso
governdelegationofauthorityforallinvestmentactivities

AttachmentIII

IIIUseofStateInvestmentGuidelines

IVDeleationofAuthorit

Page5



FY2011 StatementofInvestmentPolicy

VInvestmentAdvisor Committee

TheCityManagerwillappointanInvestmentAdvisoryCommitteeIACforthepurposeof
overseeingtheimplementationoftheCitysinvestmentprogramandassuringitisconsistentwiththe
investmentpolicyasapprovedbytheCouncil TheIACshallconsistoftheAssistantCityManager
FinanceDirectorCityAttorneyarepresentativeofCaliforniaStateUniversityEastBayamemberofthe
financialcommunityandtwodepartmentheadschosenbytheCityManager

TheIACshallmeetatleastquarterlytodeterminegeneralstrategiesandtomonitorresultsThe
committeeshallincludeinitsdeliberationssuchtopicsaseconomicoutlookportfoliodiversificationand
maturitystructurepotentialriskstotheCitysfundsapprovalofauthorizedfinancialinstitutionsandthe
goalrateofretumontheinvestmentportfolioWritteninvestmentproceduresmustbeapprovedbythe
IAC

VIInvestmentPolicAdoItion

TheCitysinvestmentpolicyshallbeformallyreviewedandapprovedbytheInvestmentAdvisory
Committeenotmorethan120daysafterthebeginningofeachfiscalyearandthereaftershallbereviewed
andapprovedbytheCityCouncilatapublicmeeting

AsrequiredunderGovernmentCodeSections164812and53646theStatementofInvestment
PolicywillbereviewedbytheCouncilannually

VIIReortin

Thefollowinginvestmentactivityreportswillbecompleted

AQuarterly

Within30daysoftheendofeachquartertheFinanceDirectorshallsubmitaquarterlyinvestment
reporttotheCityManagerCityCouncilandInvestmentAdvisoryCommitteeasrequiredbyCalifornia
GovernmentCode53607

Thetextofreportshallhighlightkeyaspectsofinformationcontainedintheinvestmentreport
schedulesandinformreadersofeconomicconditionsaffectingtheportfolioThereportwillpresentrecent
investmentperformanceandfutureinvestmentstrategydiscloseanyperceivedthreatstoportfolioquality
securityorliquiditycomparetheaverageportfolioinvestmentyieldwiththeportfoliogoalyield

BMonthly

Within30daysoftheendofeachmonththeFinanceDirectorshallsubmitaninvestmentsummary

Page6
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Graphschartsorschedulesofthereportshallitemizeinvestmentpurchasessalesandmaturities
andindicatetheireffectonportfoliovalueThereportwillitemizeallinvestmentsanddepositsinthe
portfoliobyinvestmentordepositcategoryprovidingessentialidentifyingcharacteristicsforeach
investmentordepositindicatethepercentageoftheportfoliorepresentedbyeachinvestmentandbyeach
investmentcategoryshowallparvaluesmarketvaluesandcostsattimeofpurchasetogetherwitheach
itemscouponordiscountrateThereportwillshowtheaverageearningratefortheportfolioindicate
distributionoftheportfoliobycategoryandprovideotherrelevantdetailtoaccomplishdisclosureof
investmentactivityandportfoliostatus



totheCityManagerandInvestmentAdvisoryCommitteeForthosemonthswhereaquarterlyinvestment
reportispublishedthequarterlyinvestmentreportwillserveasboththemonthlyinvestmentsummaryand
thequarterlyinvestmentreport

Theinvestmentsummarywillreportkeyaspectsoftheinvestmentportfoliotoincludeinformation
aboutthetypeofeachinvestmentinstrumentissuerparanddollaramountpurchasessalesgainsand
lossesmaturitydatescreditratingsandthepercentageoftheportfoliobyeachtypeofinvestment

CAnnual

FY2011 StatementofInvestmentPolicy

AttachmentIII

Within90daysofthefiscalyearendtheFinanceDirectorshallpresentacomprehensiveannual
reportontheinvestmentprogramandinvestmentactivityThisreportshallbepresentedtotheInvestment
AdvisoryCommitteeTheannualreportshallincludetwelvemonthcomparisonsofreturnshallsuggest
policiesandimprovementsthatmightenhancetheinvestmentprogramandincludeaninvestmentplanfor
theensuingfiscalyear

InconjunctionwithitsreviewoftheannualinvestmentreporttheInvestmentAdvisoryCommittee
shallreviewandreaffirmtheStatementofInvestmentPolicyoftheCitywhetherornotspecificpolicy
modificationsaresuggestedaspartoftheannualreport

FollowingtheannualreviewoftheStatementofInvestmentPolicybytheInvestmentAdvisory
CommitteetheInvestmentPolicyshallbesubmittedtotheCityCounciltogetherwithanychanges
recommendedbytheInvestmentAdvisoryCommittee TheCityCouncilshallconsideranysuch
recommendedchangesandannuallyreaffirmtheStatementofInvestmentPolicyatapublicmeetingofthe
CityCouncil

DOtherReporting

TheCityshallcomplywithsuchrequirementswhichmaybeenactedbyamendmenttothe
governmentcoderelatingtoinvestmentpracticeswhichprovidefortransmittingtostateagenciescopiesof
annualreportsandtheStatementofInvestmentPolicy
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INVESTMENTINSTRUMENT

SUMMARY

SecurityType

Maximum

Maturity

Min

Credit

Quality

Authorized

Investment

Limit

PerIssuer

Limit

AUSTreasuryNotesBills 4Years None 100 100

BUSAgencies
FullBacked

4Years None 100 100

BUSAgencies
Ssonsored

4Years None 50 20

CBankersAccestanceBA 180days A1P1 40 30

DCommercialPaser 270days A1P1 15 10

ENeotiableCertificatesofDesosit 4Years AtoAA 30 20

FResurchaseAreements 1Year None 25 20

FReverseResurchaseAreement 92Das None 20 20

GMediumTermNotesMTN 24Years AtoAA 30 20

HMutualFunds Limitedtobondsroceedsonl

IMoneMarketFund 2Years AAA 20 10

JAssetbackedCoorateNotes 4Years AA 20 20

KCountyTreasurerPool None None 15 20

LLAIF1 None None 150M NA

MCertificatesofDesosit 4Years None 25 20

FY2011 StatementofInvestmentPolicy

AsummaryofauthorizedinvestmentinstrumentsisbelowFollowingthesummaryadetailed
descriptionofeachinvestmentinstrumentisprovided

Note1ThisPolicywasamendedinOctober2010toincreasetheauthorizedinvestmentlimitforLAIF
from120millionto150milliontoagreewiththeincreaseinthemaximumLAIFaccountbalancesset
bytheStateLAIFBoard

AttachmentIII

ThefollowingsectionsdescribeindividualinvestmenttypesThesectionsspecifyapercentage
limitationforaparticularcategoryofinvestmentthatpercentageisapplicableonlyatthedateof
purchaseAlaterincreaseordecreaseinapercentageresultingfromachangeinvaluesorassetsshallnot
constituteaviolationofthatrestrictionIfsubsequenttopurchasesecuritiesaredowngradedbelowthe
minimumacceptableratinglevelthesecuritiesshallbereviewedforpossiblesalewithinareasonable
amountoftimeafterthedowngradeGC536017d
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AUnitedStatesTreasuryNotesBondsBillsorCertificatesofIndebtednessorthoseforwhichthe
faithandcreditoftheUnitedStatesarepledgedforthepaymentofprincipalandinterest

DescriptionTreasurysecuritiesaregovernmentbondsissuedbytheUnitedStatesDepartmentofthe
TreasurythroughtheBureauofthePublicDebtTheyarethedebtfinancinginstrumentsoftheUS
FederalgovernmentandareoftenreferredtosimplyasTreasuriesTherearefourtypesoftreasury
securitiesTreasurybillsTreasurynotesTreasurybondsandSavingsbondsAlloftheTreasury
securitiesbesidessavingsbondsareveryliquidandareheavilytradedonthesecondarymarket

USTreasury
Securities CityOfHayward CAGovtCode53601b

Maximum

Maturity
CreditRatingLimit
Authorized

InvestmentLimit

PerIssuerLimit

4years 5years

OtherRequirement

None

100

100

None

None

None

None

AttachmentIII

Page9



iUSAgencies
fullybacked

CityOfHayward CAGovtCode53601e

Maximum

Maturity
4years 5years

CreditRatinLimit None None

Authorized

InvestmentLimit

100 None

PerIssuerLimit 100 None

OtherReuirement None

iiUSAgencies
Government
Sponsored
Enterprise
GSE

CityOfHayward CAGovtCode53601e

Maximum

Maturity
4years 5years

CreditRatinLimit None None

Authorized

InvestmentLimit

50 None

PerIssuerLimit 20 None

OtherReuirement None

FY2011 StatementofInvestmentPolicy

BFederalAgencyorUnitedStatesGovernmentSponsoredEnterpriseGSEObligations
participationsorotherinstrumentsincludingthoseissuedbyorfullyguaranteedastoprincipaland
interestbyfederalagenciesorUnitedStatesgovernmentsponsoredenterprises

ThegovernmentsponsoredenterprisesGSEsareagroupoffinancialservicescorporationscreatedby
theUnitedStatesCongressTheirfunctionistoreduceinterestratesforspecificborrowingsectorsofthe
economyfarmersandhomeownersThemortgageborrowingsegmentisbyfarthelargestofthe
borrowingsegmentsthattheGSEsoperatein

AttachmentIII

DescriptionThetermagencyissuesisusedtodescribedebtissuesbyFederalagenciesintheUnited
StatesThesespecialfederalagenciesareoftencreatedtochannelcredittospecificsectorsofthe
economyFreddieMacforhousingdevelopmentforexampleAlthoughthisdebtisnotexplicitlyinsured
bythefederalgovernmentitisassumedthatthegovernmentwillstepforthiftheagencynearsdefault
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Bankers

Acceptances
CityOfHayward

CAGovtCode53601f
536017

Maximum

Maturity
Lessthan180days Lessthan180days

CreditRatingLimit A1P1F1 A1P1F1

Authorized

InvestmentLimit

40 40

PerIssuerLimit 30 30

OtherRequirement BAswhichareeligibleforpurchasebytheFederalReserve
System
BAsthatareissuedbythetop50banksintheworldorany
qualifieddepositoryintheStateofCaliforniawitha45percent
equitytoassetratio

FY2011 StatementofInvestmentPolicy

CPrimeBankersAcceptancesBAotherwiseknownasbillsofexchangeortimedraftsthatare
drawnonandacceptedbyacommercialbank

DescriptionAshorttermcreditinvestmentcreatedbyanonfinancialfirmandguaranteedbyabank
AcceptancesaretradedatadiscountfromfacevalueonthesecondarymarketBankersacceptancesare
verysimilartoTbillsandareoftenusedinmoneymarketfunds

AttachmentIII
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Commercial

Paper
CityOfHayward

CAGovtCode53601g
53635

Maximum

Maturity
270daysorless 270daysorless

CreditRatingLimit Highestletterandnumericalrating
asprovidedforbyMoodysor

StandardandPoorsrating
services

A1P1F1

A1P1F1

Authorized

InvestmentLimit

15 25

PerIssuerLimit 10 10

OtherCity
Requirement

TheentitythatissuesCPshallmeetallofthefollowingconditionsin
eitherparagraph1or2

1Theentitymeetsthefollowingcriteria
AIsorganizedandoperatingintheUnitedStatesasa

generalcorporation
BHastotalassetsinexcessoffivehundredmillion

dollars500000000
CHasdebtotherthancommercialpaperifanythatis

ratedAorhigherbyanationallyrecognized
statisticalratingorganizationNRSRO

2Theentitymeetsthefollowingcriteria
AIsorganizedwithintheUnitedStatesasaspecial

purposecorporationtrustorlimitedliabilitycompany
BHasprogramwidecreditenhancementsincludingbut

notlimitedtoovercollateralizationlettersofcreditor
suretybond

CHascommercialpaperthatisratedA1orhigheror
theequivalentbyanationallyrecognizedstatistical
ratingorganizationNRSRO

DCommercialPaperCPofprimequality

FY2011 StatementofInvestmentPolicy

DescriptionAnunsecuredpromissorynotewithafixedmaturityShorttermcorporateIOUsgenerally
dueinlessthanayearandsoldatadiscountfromfacevalue

AttachmentIII
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NegotiableCD CityOfHayward CAGovtCode53601h

Maximum

Maturity

6moto

1year

12 23

Years Years

34

Years

5Years

CreditRatingLimit Min

A2

P2

mting

Min Min

A A

mting rating

Min

AA

rating

RatedatleastA1P1F1for

shorttermandAforlongterm

Authorized

InvestmentLimit

30 30

PerIssuerLimit 20 None

OtherReuirement None

FY2011 StatementofInvestmentPolicy

ENegotiableCertificatesofDepositissuedbyanationallyorstatecharteredbankasavings
associationorafederalassociationasdefinedbySection5102oftheFinancialCodeastateor
federalcreditunionorbyastatelicensedbranchofaforeignbank

DescriptionACDwithaverylargedenominationusually1millionormoreTheseareusuallybought
byinstitutionalinvestorswhoareinterestedinlowriskinvestmentsNegotiablecertificatesofdepositare
usuallyinbearerformandhavesecondarymarketsthatarehighlyliquid

AttachmentIII
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Repurchase
Agreement

CityOfHayward CAGovtCode53601i

Maximum

Maturity 1Year 1Year

CreditRating
Limit

Dependsonunderlyingasset RatedatleastA1P1F1forshort

termandAforlongterm
Authorized

InvestmentLimit 20 20

PerIssuerLimit

20 None

Other Securitiespurchasedundertherepurchaseagreementshallbelimitedto
Requirement thesecuritiesandqualificationslistedinthispolicyunderSectionVIII

InvestmentInstruments

Investmentsinrepurchaseagreementsmaybemadeonany
investmentauthorizedinthissectionwhenthetermoftheagreement
doesnotexceedoneyear
Securitiesshallbemarkedtomarketdailyandshallbemaintainedata
valueequaltoorgreaterthanthecashinvestment
Themarketvalueofsecuritiesthatunderlayarepurchaseagreement
shallbevaluedat102percentorgreaterofthefundsborrowed
againstthosesecuritiesandthevalueshallbeadjustednolessthan
quarterly
Atthetimeofpurchasethemarketvalueofthesecuritiesshallbein
excessofthecashinvestment

Allsecuritiespurchasedunderarepurchaseagreementshallbeheldby
athirdpartycustodianorsafekeepingagentTransferofunderlying
securitiestoacounterpartybankscustomerbookentryaccountmaybe
usedforbookentrydeliveryandacounterpartybankstrustdepartment
orsafekeepingdepartmentmayalsobeusedforphysicaldeliveryofthe
underlyingsecurity
Thesellerofrepurchasesecuritiesshallnotbeentitledtosubstitute
securitiesexceptasauthorizedbytheCityNeworsubstitute
securitiesshouldbereasonablyidenticaltotheoriginalsecuritiesin
termsofmaturityyieldqualityandliquidity
Retailrepurchaseagreementsshallnotbeauthorizedforpurchase
Assoonaspossibleamasterrepurchaseagreementshallbeexecuted
betweentheCityandalltradingpartners

FRepurchaseAgreementsorReverseRepurchaseAgreements

FY2011 StatementofInvestmentPolicy

AttachmentIII

Description purchaseofportfoliosecuritiesbyaninvestorwithasimultaneousagreementtoresellthe
securitiesbacktotheselleronaspecificfuturedateattheoriginalpurchasepriceplusanegotiatedinterest
paymentThistransactionshouldbesecuredormadesafewithcollateralization

Repurchaseagreementmeansapurchaseofsecuritiesbythelocalagencypursuanttoanagreementby
whichthecounterpartysellerwillrepurchasethesecuritiesonorbeforeaspecifieddateandforaspecified
amountandthecounterpartywilldelivertheunderlyingsecuritiestothelocalagencybybookentry
physicaldeliveryorbythirdpartycustodialagreement Thetransferofunderlyingsecuritiestothe
counterpartybankscustomerbookentryaccountmaybeusedforbookentrydelivery

Reverserepurchaseagreementmeansasaleofsecuritiesbythelocalagencypursuanttoanagreementby
whichthelocalagencywillrepurchasethesecuritiesonorbeforeaspecifieddateandincludesother
comparableagreements
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Reverse

Repurchase
Agreement

CityOfHayward CAGovtCode53601i

Maximum

Maturity 92days 1year
CreditRating
Limit

RatedatleastA1P1F1forshort

termandAforlongtermSee
limitsforindividualinvestment

securities

RatedatleastA1P1F1forshort

termandAforlongterm

Authorized

InvestmentLimit 20 20

PerIssuerLimit

20 None

Other

Requirement
Thesecuritytobesoldonreverserepurchaseagreementorsecurities
lendingagreementhasbeenownedandfullypaidforbythelocal
agencyforaminimumof30dayspriortosale
Thetotalofallreverserepurchaseagreementsandsecuritieslending
agreementsoninvestmentsownedbythelocalagencydoesnot
exceed20percentofthebasevalueoftheportfolio
Theagreementdoesnotexceedatermof92daysunlessthe
agreementincludesawrittencodicilguaranteeingaminimumearning
orspreadfortheentireperiodbetweenthesaleofasecurityusinga
reverserepurchaseagreementorsecuritieslendingagreementandthe
finalmaturitydateofthesamesecurity
Fundsobtainedorfundswithinthepoolofanequivalentamountto
thatobtainedfromsellingasecuritytoacounterpartybywayofa
reverserepurchaseagreementorsecuritieslendingagreementshall
notbeusedtopurchaseanothersecuritywithamaturitylongerthan
92daysfromtheinitialsettlementdateofthereverserepurchase
agreementorsecuritieslendingagreementunlessthereverse
repurchaseagreementorsecuritieslendingagreementincludes
Awrittencodicilguaranteeingaminimumearningorspreadforthe
entireperiodbetweenthesaleofasecurityusingareverserepurchase
agreementorsecuritieslendingagreementandthefinalmaturitydate
ofthesamesecurity

Investmentsinreverserepurchaseagreementssecuritieslending
agreementsorsimilarinvestmentsinwhichthelocalagencysells
securitiespriortopurchasewithasimultaneousagreementto
repurchasethesecuritymayonlybemadeuponpriorapprovalofthe
governingbodyofthelocalagencyandshallonlybemadewith
primarydealersoftheFederalReserveBankofNewYorkorwitha
nationallyorstatecharteredbankthathasorhashadasignificant
bankingrelationshipwithalocalagency

FY2011 StatementofInvestmentPolicy

AttachmentIII
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Medium

Term

Corporate
CityOfHayward

CAGovtCode

53601j

Maximum

Maturity
1dayto Twoto Threeto

twoyears three fouryears
ears

5Years

CreditRating
Limit

Minimum Minimum Minimum

Arating Arating AA

ratin

A

Authorized

Investment

Limit

30 30

PerIssuerLimit 20 NA

Other

Requirement
Securitiesmustbeissuedbycorporationsorganized
andoperatingwithintheUnitedStatesorbydepository
institutionslicensedbytheUnitedStatesoranystate
ando8eratinwithintheUnitedStates

GMediumTermNotesMTN

FY2011 StatementofInvestmentPolicy

Description Corporatepromissorynotesof9monthto15yeardurationsoldthroughdealersona
continuouslyofferedbasisLikecertificatesofdepositMTNscanbeeithercollateralizedorunsecured
Issuersincludebanksandsavingsandloansinsurancecompaniesandcorporations

AttachmentIII
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Mutual

Funds
CityofHayward CAGovtCode53601k536017

Maximum

Maturity
180daysorless None

CreditRating
Limit

Thefundsmustberatedin

thehighestcategoryof
MoodysorStandardand

Poorsormustbe
administeredbyadomestic

bankwithlongtermdebt
ratedinoneofthetoptwo
categoriesofMoodysor

StandardandPoors

RatedatleastA1P1F1forshortteen
andAforlongteen

Authorized

Investment

Limit

20 20

PerIssuer

Limit

10 10

Other

Requirement
Eligibleforpurchaseprovidedthatuseofmutualfundsshallbe
limitedtobondproceedsforwhichtheCityTreasurerfindsa
mutualfundsaccountingmethodsparticularlysuitedtothe
accountingrequirementsofthebondissueandhelpfulwitharbitrage
calculations

HMutualFunds

FY2011 StatementofInvestmentPolicy

Description Amutualfundissimplyafinancialintermediarythatallowsagroupofinvestorstopool
theirmoneytogetherwithapredeterminedinvestmentobjectiveThemutualfundwillhave afund
managerwhoisresponsibleforinvestingthepooledmoneyintospecificsecuritiesusuallystocksor
bondsWhenyouinvestinamutualfundyouarebuyingsharesorportionsofthemutualfundand
becomeashareholderofthefund

AttachmentIII
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Money
Market

Funds

CityofHayward CAGovtCode53601k

Maximum

Maturity

2Years None

CreditRating
Limit

AAAbytwoNRSROs HighestrankingbytwoNRSROs

Authorized

Investment

Limit

20 20

PerIssuer

Limit

10 NA

Other

Requirement
Attainedthehighestrankingorthehighestletterandnumericalratingprovided
bynotlessthantwonationallyrecognizedstatisticalratingorganizations
NRSROorretainedaninvestmentadviserregisteredorexemptfrom

registrationwiththeSecuritiesandExchangeCommissionwithnotlessthanten
yearsexperiencemanagingmoneymarketmutualfundswithassetsunder
managementinexcessofonebilliondollars1000000000
Thepurchasepriceofsharesofbeneficialinterestpurchasedshallnotinclude
anycommissionthatthecompaniesmaycharge
TheCityshallinvestonlyinMoneyMarketFundsthathaveapolicyof
maintaininaconstantBailnetassetvaluesershareof100

I MoneyMarketFunds

FY2011 StatementofInvestmentPolicy

DescriptionMoneymarketsecuritiesareessentiallyIOUsissuedbygovernmentsfinancialinstitutions
andlargecorporationsTheseinstrumentsareveryliquidandconsideredextraordinarilysafeBecause
theyareextremelyconservativemoneymarketsecuritiesoffersignificantlylowerreturnsthanmostother
securities

Athoroughinvestigationofanymoneymarketfundorinvestmentpoolisrequiredpriorto
investingaswellasonanongoingbasis Thefollowinginformationshouldbeobtainedand
analyzed

AttachmentIII

i Adescriptionofeligibleinvestmentsecurities
ii Awrittenstatementofinvestmentpoliciesandobjectives
iii Adescriptionofinterestcalculationandtheirdistributionandthetreatmentof

gainsandlosses
iv Adescriptionofhowthesecuritiesaresafeguardedandhowoftenthesecurities

arepricedandtheprogramaudited
v Informationaboutthesizeandfrequencyofdepositsandwithdrawalsallowed

andhowmuchnoticeisneededforwithdrawals

vi Ascheduleforreceivingstatementsandportfoliolistings
vii Afeescheduleaswellashowandwhenthefeesareassessed

viii Theratingofthepoolfund
ix InformationaboutinvestmentadvisersincludingregistrationwiththeSecurities

andExchangeCommissionlengthofexperienceandtotalassetsunder
management
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Assetbacked

CorporateNotes
CityOfHayward CAGovtCode53601n

Maximum

Maturity
Bulletmaturity

4years

Statedfinal

maturity 5

ears

5years

CreditRatingLimit IssuerRatingof
Aorbetter

SecurityRating
ofAB

themselvesAA
orbetter

AA

Authorized

InvestmentLimit

20 forAB

securitiesalone

40fortotalof

MTNandAB

securities

20

PerIssuerLimit 10 None

OtherRequirement Mortgagebackedcorporatenotesshallnotbeinvestedin

J AssetBackedCorporateNotes

FY2011 StatementofInvestmentPolicy

DescriptionAssetbackedsecuritiesarebondsbackedbyapoolofphysicalorfinancialassetsthat
cannoteasilybetradedintheirexistingformBypoolingtogetheralargeportfoliooftheseilliquidassets
theycanbeconvertedintoinstrumentsthatmaybeofferedandsoldmorefreelyinthecapitalmarketsA
financialsecuritybackedbyaloanleaseorreceivablesagainstassetsotherthanrealestateand
mortgagebackedsecurities

AttachmentIII
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CountyAgencyPool CityOfHayward CAGovtCode53684

Maximum

Maturitv NA NA

CreditRatinLimit Notrated NA

AuthorizedInvestment

Limit 15 NA

PerIssuerLimit

10 NA

OtherRequirement
NA

KCountyAgencyInvestmentFund

FY2011 StatementofInvestmentPolicy

AttachmentIII
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LAIF CityOfHayward CAGovtCode164291

Maximum

Maturity None None

CreditRatingLimit None None

AuthorizedInvestmentLimit

1 150Million None

PerIssuerLimit

None None

OtherRequirement ThecurrentlimitonanyoneCityinvestmentinthisfundforthe
numberoftransactionsdepositsorwithdrawalsislimitedto
15permonth
TheCitymaintainsatotalofthreeLAIFinvestmentsupto40
millioneach
TheCitysparticipationinLAIFshallconformtoState
Regulation
IngeneralitistheCitysintentiontouseinvestmentinLAIF
asatemporaryrepositoryforshorttermfundsneededfor
liquiditypurposes
TheFinanceDirectorshallmaintainonfileappropriate
informationconcerningLAIFscurrentinvestmentpolicies
practicesandperformance
TheFinanceDirectorshallmaintainLAIFsrequirementsfor
participationincludingbutnotlimitedtolimitationson
depositsorwithdrawalsandthecompositionoftheportfolio

LStateofCaliforniaLocalAgencyInvestmentFundLAIF

FY2011 StatementofInvestmentPolicy

DescriptionThisisthefundinwhichtheStateofCaliforniapoolsitsinvestmentsandtheinvestmentsof
CaliforniapublicagencieswhichparticipateinLAIFAnagencyparticipatesbydepositingfundsinthe
Statepool

Note1ThisPolicywasamendedinOctober2010toincreasetheauthorizedinvestmentlimitforLAIFfrom120
millionto150milliontoagreewiththeincreaseinthemaximumLAIFaccountbalancessetbytheStateLAIF
Board

AttachmentIII
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Certificatesof

Deposit
CityOfHayward CAGovtCode53601m

Maximum

Maturity

4Year 5Years

CreditRatingLimit RatedatleastA1P1F1forshort

termandAforlongterm

RatedatleastA1P1F1for

shorttermandAforlongterm
Authorized

InvestmentLimit

25 None

PerIssuerLimit 20 None

OtherRequirement InaccordancewithCaliforniastatutesCitydepositsincluding
collateralizedcertificatesofdepositshallnotexceedthetotal
paidupcapitaltoincludecapitalnotesanddebenturesand
surplusofanydepositorybankorthetotalofthenetworthofany
savingsandloanassociation
Themoneyshallbedepositedinanybanksavingsassociationor
federalassociationstateorfederalcreditunionorfederally
insuredindustrialloancompanywiththeobjectiveofrealizing
maximumreturnconsistentwithprudentfinancialmanagement
exceptthatmoneyshallnotbedepositedinanystateorfederal
creditunionifamemberofthelegislativebodyofalocalagency
oranypersonwithinvestmentdecisionmakingauthorityofthe
administrativeofficemanagersofficebudgetofficeauditor
controllersofficeortreasurersofficeofthelocalagencyalso
servesontheboardofdirectorsoranycommitteeappointedby
theboardofdirectorsorthecreditcommitteeorsupervisory
committeeofthestateorfederalcreditunion

MCertificatesofDeposit

DescriptionAtimedepositwithaspecificmaturityevidencedbyacertificate

FY2011 StatementofInvestmentPolicy

AttachmentIII
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IXProhibitedInvestments

ConsistentwithCaliforniaGovernmentCode536016inversefloatersrangenotesmortgagederived
interestonlystripsoranysecuritythatcouldresultinzerointerestaccrualifheldtomaturityare
specificallyprohibitedexcepttotheextentthattheyaresharesofdiversifiedmanagementcompanies
registeredundertheInvestmentCompanyActof1940TheCityshallnotpurchaseanysecurityratedA
1andorAorbelowifthatsecurityhasbeenplacedoncreditwatchforapossibledowngradeby
eitherMoodysInvestorServicesorStandardandPoorsInvestmentsnotspecificallyapprovedbythis
policyareprohibited

XInternalControls

TheFinanceDirectorshallestablishasystemofinternalcontrolswhichshallbedocumentedin
writingThecontrolsshallbedesignedtopreventlossesofpublicfundsarisingfromfraudemployeeerror
andmisrepresentationbythirdpartiesunanticipatedchangesinfinancialmarketsorimprudentactionsby
employeesandofficersoftheCityControlsdeemedmostimportantinclude

ClearlydelegatingauthoritytosubordinatestaffmembersSubordinatestaffmembersmusthavea
clearunderstandingoftheirauthorityandresponsibilitiestoavoidimproperactionsCleardelegationof
authorityalsopreservestheinternalcontrolstructurethatiscontingentonthevariousstaffpositionsand
theirrespectiveresponsibilities

CustodialsafekeepingSecuritiespurchasedfromanybankordealerincludingappropriatecollateral
asdefinedbyStateLawshallbeplacedwithanindependentthirdpartyforcustodialsafekeeping

SeparatingtransactionauthorityfromaccountingandrecordkeepingByseparatingtheperson
whoauthorizesorperfonnsthetransactionfromthepeoplewhorecordorotherwiseaccountforthe
transactionaseparationofdutiesisachieved

DeliveryversuspaymentAlltradeswhereapplicablewillbeexecutedbydeliveryvspaymentDVP
Thisensuresthatsecuritiesaredepositedintheeligiblefinancialinstitutionbeforethereleaseoffunds
Securitieswillbeheldbyathirdpartycustodianasevidencedbysafekeepingreceipts

AvoidingphysicaldeliverysecuritiesBookentrysecuritiesaremucheasiertotransferandaccountfor
sinceactualdeliveryofadocumentnevertakesplaceDeliveredsecuritiesmustbeproperlysafeguarded
againstlossordestructionThepotentialforfraudandlossincreaseswithphysicallydeliveredsecurities

Confirmingtelephonetransactionsforinvestmentsandwiretransfersinwriting Duetothe

potentialforerrorandimproprietiesarisingfromtelephonetransactionsalltelephonetransactionsshould
besupportedbywrittencommunicationsandapprovedbytheappropriateperson Written

communicationsmaybeviafaxifonletterheadandthesafekeepinginstitutionhasalistofauthorized
signatures

DevelopingwiretransferagreementswiththeleadbankorthirdpartycustodianThisagreement
shouldoutlinethevariouscontrolssecurityprovisionsanddelineateresponsibilitiesofeachparty
makingandreceivingwiretransfers

AttachmentIII
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AttachmentIII

XIEvaluationofInvestmentOfficerActions

Allparticipantsintheinvestmentprocessshallactresponsiblyascustodiansofthepublictrust
Investmentofficialsshallrecognizethattheinvestmentportfolioissubjecttopublicreviewandevaluation
Theoverallprogramshallbedesignedandmanagedwithadegreeofprofessionalismthatisworthyofthe
publictrustNeverthelessinadiversifiedportfolioitmustberecognizedthatoccasionalmeasuredlosses
areinevitableandmustbeconsideredwithinthecontextoftheoverallportfoliosinvestmentreturn
providedthatadequatediversificationhasbeenimplemented

TheCityadherestotheguidanceprovidedbytheprudentinvestorstandardwhichobligatesa
fiduciarytoensurethatinvestmentsshallbemadewiththeexerciseofthatdegreeofjudgmentandcare
undercircumstancesthenprevailingwhichaprudentpersonactinginalikecapacityandfamiliaritywith
thosematterswoulduseintheconductoffundsofalikecharacterandwithlikeaimstosafeguardthe
principalandmaintaintheliquidityneedsoftheagencyInvestmentofficersactinginaccordancewith
writtenproceduresandthestatementinvestmentpolicyandexercisingduediligenceshallberelievedof
personalresponsibilityforanindividualsecurityscreditriskormarketpricechangesprovideddeviations
fromexpectationsarereportedinatimelyfashionandtheliquidityandthesaleofsecuritiesarecarriedoutin
accordancewiththetermsofthisplan

Wheninvestingreinvestingpurchasingacquiringexchangingsellingormanagingpublic
fundsatrusteeshallactwithcareskillprudenceanddiligenceunderthecircumstancesthenprevailing
includingbutnotlimitedtothegeneraleconomicconditionsandtheanticipatedneedsoftheagency
thataprudentpersonactinginalikecapacityandfamiliaritywiththosematterswoulduseintheconduct
offundsofalikecharacterandwithlikeaimstosafeguardtheprincipalandmaintaintheliquidityneeds
oftheagency

XIIBondProceeds

Theinvestmentofbondproceedswillbemadeinaccordancewithapplicablebondindentures

XIIICreditDownrade

IntheeventthatafinancialinstitutionordepositoryreceivesaStandardandPoorsMoodysFitch
orKeeferatingequaltoorlowerthanStandardandPoorsratingofBBBtheFinanceDirectorpromptly
shallmakeandimplementaninformeddecisiononwhethertosellwithdrawfromdepositorretainany
securityordepositintheCityportfolioissuedorheldbysuchaffectedfinancialinstitutionordepository
TheFinanceDirectormayconsulttheInvestmentAdvisoryCommitteeontheactiontobetakenandshall
adviseitsChairmanandMembersofthefinaldispositionofthemattereitherbymemorandumoratthenext
InvestmentAdvisoryCommitteemeetingIfthemeetingisscheduledmorethanamonthafteractionis
takenthecommunicationofdispositionwillbebymemorandum

XIVRatinAencChanes

IntheeventasecurityheldbytheCityisthesubjectofaratedropwhichbringsitbelowaccepted
minimumsspecifiedhereinorthesecurityisplacedonnegativecreditwatchwheredowngradecould
resultinaratedropbelowacceptablelevelstheinvestmentadvisorwhopurchasedthesecuritywill
immediatelynotifytheFinanceDirectorofthatfact
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Thecourseofactiontobefollowedwillthenbedecidedonacasebycasebasisconsideringsuch
factorsasthereasonfortheratedropprognosisforrecoveryorfurtherdropandmarketpriceofthe
securityTheCityCouncilwillbeadvisedofthesituationandintendedcourseofactionbyemailorfax

XVBanksandSecurityDealerSelection

TheInvestmentAdvisoryCommitteeshallapproveallfmancialinstitutionsfromwhichsecurities
arepurchasedorsold

InselectingfinancialinstitutionsforthedepositorinvestmentofCityfundstheFinanceDirector
shallconsiderthecreditworthinessofinstitutionsTheFinanceDirectorshallcontinuetomonitorfinancial

institutionscreditcharacteristicsandfinancialhistorythroughouttheperiodinwhichCityfundsare
depositedorinvested

OnlyprimarygovemmentsecuritiesdealersthatreporttotheNewYorkFederalReserveshallbe
usedforthepurchaseofrepurchaseagreementsItisacknowledgedthatinclusionontheprimarydealer
listingoftheFederalReserveBankofNewYorkisnotaguaranteeofcreditworthiness

EffectiveOctober141987theCityshallbeprohibitedfrominvestingfundswithanypersonwho
isknowinglyorintentionallyengagedinthedevelopmentorproductionofnuclearweaponsPersonis
definedasanypersonPrivateCorporationinstitutionorotherentityIN iswithinthejurisdictionofthe
CityofHayward

XVIMaturityandDiversification

Theinvestmentportfolioshallremainsufficientlyliquidtomeetalloperatingrequirementsthatmay
bereasonablyanticipated Thisisaccomplishedbystructuringtheportfoliosothatsecuritiesmature
concurrentwithcashneedstomeetanticipateddemandsstaticliquidityFurthermoresinceallpossible
cashdemandscannotbeanticipatedtheportfolioshouldconsistlargelyofsecuritieswithactivesecondaryor
resalemarketsdynamicliquidity

ItisCitypolicytodiversifytheinvestmentportfolioinordertoreducetheriskoflossresulting
fromoverconcentrationofassetsinaspecificmaturityaspecificissueroraspecificclassofsecurities

Thefollowingstrategiesandconstraintsshallapply

1 MaintainsLiquidity Concernforliquidityshallbeinsuredthroughpracticesthatinclude
coveringthenextvendordisbursementdateandpayrolldatethroughmaturinginvestmentsofUS
Treasurybills

2 StaggeredMaturities Portfoliomaturitiesshallbestaggeredinawaythatavoidsundue
concentrationofassetsinaspecificmaturitysectorMaturitiesshallbeselectedwhichprovidefor
stabilityofincomeandreasonableliquidity

3 MaturityDiversification Risksofmarketpricevolatilityshallbecontrolledthroughmaturity
diversificationsuchthataggregatepricelossesoninstrumentswithmaturitiesexceedingoneyear
shallnotbegreaterthancouponinterestandinvestmentincomereceivedfromthebalanceofthe
portfolio

4 SpecificDiversificationLimitations TheCityshallnotinvestininstrumentswhosematurities
exceedfouryearsatthetimeofpurchaseInstrumentswithmaturitiesgreaterthantwoyearsshall
belimitedto1USTreasuryandagencyobligations2mediumtermnotesratedAorits
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SecurityType

USTreasuryNotesBills

Maximum
100 50

Allowable
40

Portfolio
30 25

Percentage
20 15

USAgencies
FullyBacked

USAgencies
GovernmentSponsoredEntitiesGSE

LAIF

Fullycollateralizedcertificatesofdeposit
Fullycollateralizedmediumtermnotes V

BankersAcceptanceBA
NegotiableCertificatesofDepositNCD
MediumTermNotesMTN30 alone
andnomorethan40whencombined

withABcategory
AssetbackedABSecurities20alone
andnomorethan40whencombined

withtheMTNcategory
CountyTreasurerPool
CommercialPaperCP
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equivalentorbetterbyatleastoneofthefournationalratingservicesidentifiedabove3
certificatesofdepositratedA itsequivalentorbetterbyatleastoneofthefournationalrating
servicesidentifiedaboveand4assetbackednotesasregardsthebulletmaturityprovidedthe
statedfinalmaturityisnotmorethanfiveyearsTheaveragematurityoftheCitysshortterm
portfolioshallnotexceedoneyear

Itistheintentthatinvestmentsshallbemanagedinsuchawaythatanymarketpricelosses
resultingfrominterestratevolatilitywouldbeoffsetbycouponincomeandcurrentincomereceivedfrom
thebalanceoftheportfolioduringatwelvemonthperiod

5 Specificdiversificationlimitationshallbeimposedontheportfolioasfollows

a Nomorethan40oftheportfoliomaybeinvestedbeyondtwelvemonthsandtheaverage
maturityoftheportfolioshallnotexceed400calendardays

6 Themaximumpercentageofthetotalportfoliothatshallbeplacedatanyonetimeineachof
thecategoriesofinvestmentissummarizedbelow

InaccordancewithCaliforniastatutesCitydepositsincludingcollateralizedcertificatesofdeposit
shallnotexceedthetotalpaidupcapitaltoincludecapitalnotesanddebenturesandsurplusofany
depositorybankorthetotalofthenetworthofanysavingsandloanassociation
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XVIIRiskTolerance

TheCityrecognizesthatinvestmentriskscanresultfromissuerdefaultsmarketpricechangesor
varioustechnicalcomplicationsleadingtotemporaryilliquidityPortfoliodiversificationisemployedasa
waytocontrolriskInvestmentmanagersareexpectedtodisplayprudenceintheselectionofsecuritiesas
awaytominimizedefaultriskNoindividualinvestmenttransactionshallbeundertakenwhichjeopardizes
thetotalcapitalpositionoftheoverallportfolio
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2 Alltransactionswillbeexecutedonadeliveryversuspaymentbasis

a numberoftransactionscompetitivelywon
b promptandaccurateconfirmationoftransactions
c efficientsecuritiesdelivery
d accuratemarketinformationaccountservicing
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TheFinanceDirectorshallperiodicallyestablishguidelinesandstrategiestocontrolrisksofdefault
marketpricechangesandilliquidity Allinvestmentreportsshallspecificallyaddresswhethercurrent
investmentresultshavebeenaffectedbyanyoftheforegoingrisksandshallexplainwhatactions
investmentofficialshavetakentocontrolorcorrectforsuchrisks

Inadditiontothesegeneralpolicyconsiderationsthefollowingspecificpolicieswillbestrictly
observed

1 AllinvestmentfundswillbeplaceddirectlywithqualifiedfinancialinstitutionsTheCitywillnot
depositorinvestfundsthroughthirdpartiesormoneybrokers

3 TheCitywillnotenterintoreverserepurchaseagreementsotherthanforcashflowrequirements
norshallittradeinoptionsonfuturecontractsunlessuponrecommendationbytheInvestment
AdvisoryCommitteesuchtransactionsarespecificallyauthorizedbytheCityCouncil

4 AcompetitivebidprocessutilizingfmancialinstitutionsdeemedeligiblebytheInvestment
AdvisoryCommitteewillbeusedtoplaceinvestmentpurchasesBasedonannualevaluation
securitiesdealersbanksandotherfinancialinstitutionswillbedroppedorcontinuedonthe
eligibilitylistThefollowingcriteriawillbeusedintheevaluation
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5 TheFinanceDirectorshalldesignateanofficialtomanageinvestmentsanddesignateasecond
officialtoperfonninvestmentmanagementduringabsencesoftheprimarydesigneeTheFinance
Directorshallinsurethatcompetentinvestmentmanagementismaintainedandshallinsurethatif
bothdesignatedinvestmentofficialsarereplacedoraresimultaneouslyabsentanytemporary
replacementsshallbecloselysupervisedindoctrinatedintherequirementsofthisStatementof
InvestmentPolicyandgivenwritteninvestmentproceduresregulatingtheauthoritytoinvestin
maturitiesbeyondsixmonthsbymeansofappropriatecontrolsandrestrainingrequirements

6 InordertoassistinidentifyingqualifiedfinancialinstitutionstheFinanceDirectorshallforward
copiesoftheCitysInvestmentPolicytothosefinancialinstitutionswithwhichtheCityisinterested
indoingbusinessandrequirewrittenacknowledgementofthePolicy

ToprotectagainstpotentialfraudandembezzlementtheassetsoftheCityshallbesecuredthrough
thirdpartycustodyandsafekeepingprocedures

Theinvestmentofficialshallbebondedtoprotectthepublicagainstpossibleembezzlementand
malfeasanceSafekeepingproceduresshallbereviewedannuallybyanindependentauditorTheauditor
mayconductsurpriseauditsofsafekeepingandcustodialprocedures

AllcashandsecuritiesintheCitysportfolioshallbeheldinsafekeepingintheCitysnamebya
thirdpartybanktrustdepartmentactingasagentfortheCityunderthetermsofacustodyagreement
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executedbythebankandtheCity
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AllsecuritieswillbereceivedanddeliveredusingstandarddeliveryversuspaymentDVP
procedurestheCityssafekeepingagentwillonlyreleasepaymentforasecurityafterthesecurityhas
beenproperlydeliveredTheonlyexceptiontotheforegoingshallbedepositoryaccountsandsecurities
purchasesmadewithilocalgovernmentinvestmentpoolsandiimoneymarketmutualfundssince
thepurchasedsecuritiesarenotdeliverable
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RatingInterpretation Moodys Standard

Poors

Fitch

Bestqualitygrade Aaa AAA AAA

Highqualitygrade Aal

Aa2

Aa3

AA

AA

AA

AA

AA

AA

UpperMediumGrade Al

A2

A3

A

A

A

A

A

A

MediumGrade Baal

Baa2

Baa3

BBB

BBB

BBB

BBB

BBB

BBB

SpeculativeGrade Bal

Ba2

Ba3

BB

BB

BB

BB

BB

BB

LowGrade B1

B2

B3

B

B

B

B

B

B

PoorGradetoDefault Caa CCC CCC

InPoorStanding CCC

CCC

HighlySpeculativeDefault Ca

C

CC CC

Default

D

DDD

DD

D

RatingInterpretation Moodys Standard

Poors

Fitch

SuperiorCapacity P1 A1A1 F1F1

StrongCapacity P2 A2 F2

AcceptableCapacity P3 A3 F3

AppendixA
ComparisonandInterpretationofCreditRatings

1

LongTermDebtRatings

ShortTermCommercialPaperInvestmentGradeRatings
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1Thesearegeneralcreditratingguidelinesandareforinformationonly
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AppendixB
Glossary
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BANKERSACCEPTANCEAmoneymarketinstrumentcreatedtofacilitateinternationaltradetransactions
Thisinstrumentishighlyliquidandsafebecausetheriskofthetradetransactionistransferredtothebankthat
acceptstheobligationtopaytheinvestor

BANKDEPOSITSCollateralintheformofcurrencythatmaybeintheformofdemandaccountscheckingor
investmentsinaccountsthathaveafixedtermandnegotiatedrateofinterest

BENCHMARKAcomparativebaseformeasuringtheperformanceorrisktoleranceoftheinvestmentportfolio
Abenchmarkshouldrepresentaclosecorrelationtothelevelofriskandtheaveragedurationoftheportfolios
investments

BIDThepriceatwhichabuyerofferstobuyasecurity

BONDAbondisessentiallyaloanmadebyaninvestortoadivisionofthegovernmentagovernmentagencyor
acorporationThebondisapromissorynotetorepaytheloaninfullattheendofafixedtimeperiodThedate
onwhichtheprincipalmustberepaidisthecalledthematuritydateormaturityInadditiontheissuerofthe
bondthatistheagencyorcorporationreceivingtheloanproceedsandissuingthepromissorynoteagreesto
makeregularpaymentsofinterestatarateinitiallystatedonthebondBondsareratedaccordingtomany
factorsincludingcostdegreeofriskandrateofincome

BROKERAbrokerbringsbuyersandsellerstogetherforatransactionforwhichthebrokerreceivesa
commissionBrokersgenerallydonotholdinventoryormakeamarketforsecurities

CALIFORNIADEBTANDINVESTMENTADVISORYCOMMISSIONCDIACCDIACprovides
informationeducationandtechnicalassistanceonpublicdebtandinvestmentstolocalpublicagenciesand
otherpublicfinanceprofessionals

CALLABLESECURITIESAninvestmentsecuritythatcontainsanoptionallowingtheissuertoretirethe
securitypriortoitsfinalmaturitydate

CALIFORNIALOCALAGENCYOBLIGATIONSSeeLocalAgencyBonds

CAPITALGAINTheamountbywhichanassetssellingpriceexceedsitsinitialpurchaseprice

CAPITALLOSSThedecreaseinthevalueofaninvestmentorassetbelowitsinitialpurchaseprice

CDCERTIFICATEOFDEPOSITACDisanoteissuedbyabankforasavingsdepositthatanindividual
agreestoleaveinvestedinthebankforacertaintermAttheendofthistermonthematuritydatetheprincipal
mayeitherbepaidtotheindividualorrolledoverintoanotherCDInterestratesonCDsbetweenbanksare
competitiveMoniesdepositedintoaCDareinsuredbythebankthustheyarealowriskinvestment
MaturitiesmaybeasshortasafewweeksoraslongasseveralyearsMostbankssetheavypenaltiesfor
prematurewithdrawalofmoniesfromaCDLargedenominationCDsaretypicallynegotiable

CFAINSTITUTECFAInstituteistheglobalnotforprofitassociationofinvestmentprofessionalsthatawards
theCFACharteredFinancialAnalystdesignationTheInstitutepromotesthehighestethicalstandardsand
offersarangeofeducationalopportunitiesonlineandaroundtheworld

COLLATERALSecuritiesevidenceofdepositorotherpropertythataborrowerpledgestosecurerepaymentofa
loanAlsoreferstosecuritiespledgedbyabanktosecuredepositsofpublicmonies

COLLATERALIZATIONProcessbywhichaborrowerpledgessecuritiespropertyorotherdepositsforthe
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FUTURESCommoditieswhicharesoldtobedeliveredatafuturedate
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purposeofsecuringtherepaymentofaloanandorsecurity

COMMERCIALPAPERTheshorttermunsecureddebtofcorporationsorcompanies

CONVEXITYMeasurestherateofchangeinabondssensitivitytointerestratemovesItstherateofchangein
abondsdurationpricevolatility

COUNTYPOOLSSeeCountyPooledInvestmentFund

COUNTYPOOLEDINVESTMENTFUNDSTheaggregateofallfundsfrompublicagenciesplacedinthe
custodyofthecountytreasurerorchieffinanceofficerforinvestmentandreinvestment

COUPONaTheannualrateofinterestthatabondsissuerpromisestopaythebondholderonthebondsface
valuebAcertificateattachedtoabondevidencinginterestdueonapaymentdate

CREDITRISKThelikelihoodthatanissuerwillbeunabletomakescheduledpaymentsofinterestandprincipal
onanoutstandingobligation

CUSTODIANAnagentsuchasabrokerorabankthatstoresacustomersinvestmentsforsafekeepingThe
custodiandoesnothavefiduciaryresponsibilities

DEALERAdealerasopposedtoabrokeractsasaprincipalinsecuritytransactionssellingsecuritiesfromand
buyingsecuritiesforhisherownposition

DEFAULTTodefaultistofailtorepayprincipalormaketimelyinterestpaymentsonabondorotherdebt
investmentsecurityAlsoadefaultisabreachoforfailuretofulfillthetermsofanoteorcontract

DELIVERYVERSUSPAYMENTDVPAsecuritiesindustryprocedurewherebypaymentforasecuritymust
bemadeatthetimethesecurityisdeliveredtothepurchasersagent

DIVERSIFICATIONDividinginvestmentfundsamongavarietyofsecuritiesofferingindependentreturns

DURATIONTheweightedaveragetimetomaturityofabondwheretheweightsarethepresentvaluesoffuture
cashflowsDurationmeasuresthepricesensitivityofabondtochangesininterestrates

FIDUCIARYAnindividualwhoholdssomethingintrustforanotherandbearsliabilityforitssafekeeping

FLOATINGRATEINVESTMENTSNoteswhoseinterestrateisadjustedaccordingtotheinterestratesofother
financialinstrumentsTheseinstrumentsprovideprotectionagainstrisinginterestratesbutpayloweryieldthan
fixedratenotes

INVERSEFLOATINGRATEINVESTMENTSVariableratenotessuchasinversefloatingratenoteswhose
couponandvalueincreaseasinterestratesdecrease

INTERESTONLYSTRIPsSecuritieswithcashflowbasedentirelyonthemonthlyinterestpaymentsreceived
fromamortgagepool

INVESTMENTPROGRAMTheprocessofmodernportfoliomanagementTheprocessincludesestablishing
investmentpolicyanalysisoftheeconomicandcapitalmarketsenvironmentportfoliomonitoringand
rebalancingandmeasuringperformance

LOCALAGENCYBONDSThesebondsareissuedbyacountycitycityandcountyincludingacharteredcity
orcountyschooldistrictcommunitycollegedistrictpublicdistrictcountyboardofeducationcounty
superintendentofschoolsoranypublicormunicipalcorporation
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LOCALAGENCYINVESTMENTFUNDLAIFAvoluntaryinvestmentfundopentogovernmententities
andcertainnonprofitorganizationsinCaliforniathatismanagedbytheStateTreasurersOffice

LIQUIDITYTheeasewithwhichinvestmentscanbeconvertedtocashattheirpresentmarketvalueLiquidityis
significantlyaffectedbythenumberofbuyersandsellerstradingagivensecurityandthenumberofunitsofthe
securityavailablefortrading

MARKETRISKMarketriskistheriskthatinvestmentswillchangeinvaluebasedonchangesingeneralmarket
prices

MARKETVALUEThepriceatwhichasecurityistradingandcouldpresumablybepurchasedorsold

MASTERREPURCHASEAGREEMENTAwrittencontractcoveringallfuturetransactionsbetweentheparties
torepurchasereverserepurchaseagreementsthatestablisheachpartysrightsinthetransactionsAmaster
agreementwilloftenspecifyamongotherthingstherightofthebuyerlendertoliquidatetheunderlying
securitiesintheeventofdefaultbythesellerborrower

MATURITYThedateuponwhichtheprincipalorstatedvalueofaninvestmentbecomesdueandpayable

MEDIUMTERMNOTESMTNUnsecuredinvestmentgradeseniordebtsecuritiesofmajorcorporationsthat
aresoldeitheronacontinuousoranintermittentbasisMTNsarehighlyflexibledebtinstrumentsthatcanbe
structuredtorespondtomarketopportunitiesortoinvestorpreferences

MODERNPORTFOLIOTHEORYoverallinvestmentstrategythatseekstoconstructanoptimalportfolioby
consideringtherelationshipbetweenriskandreturnThistheoryrecommendsthattheriskofaparticular
investmentshouldnotbelookedatonastandalonebasisbutratherinrelationtohowthatparticular
investmentspricevariesinrelationtothevariationinpriceofthemarketportfolioThetheorygoesontostate
thatgivenaninvestorspreferredlevelofriskaparticularportfoliocanbeconstructedthatmaximizesexpected
returnforthatlevelofrisk

MONEYMARKETThemarketinwhichshorttermdebtinstrumentsbillscommercialpaperbankers
acceptancesetcareissuedandtraded

MORTGAGEBACKEDSECURITIESAdebtinstrumentwithapoolofrealestateloansastheunderlying
collateralThemortgagepaymentsoftherealestateassetsareusedtopayinterestandprincipalonthebonds

MORTGAGEPASSTHROUGHSECURITIESAsecuritizedparticipationintheinterestandprincipalcash
flowsfromaspecifiedpoolofmortgagesPrincipalandinterestpaymentsmadeonthemortgagesarepassed
throughtotheholderofthesecurity

MUTUALFUNDSAninvestmentcompanythatpoolsmoneyandcaninvestinavarietyofsecuritiesincluding
fixedincomesecuritiesandmoneymarketinstrumentsMoneymarketmutualfundsinvestexclusivelyin
shorttermonedaytooneyeardebtobligationssuchasTreasurybillscertificatesofdepositandcommercial
paperTheprincipalobjectiveisthepreservationofcapitalandgenerationofcurrentincome

OFFERThepriceaskedbyasellerofsecuritiesSeeAskedandBid

OPTIONAcontractthatprovidestherightbutnottheobligationtobuyortosellaspecificamountofaspecific
securitywithinapredeterminedtimeperiodAcalloptionprovidestherighttobuytheunderlyingsecurityA
putoptionprovidestherighttoselltheunderlyingsecurityThesellerofthecontractsiscalledthewriter

PORTFOLIOCollectionofsecuritiesheldbyaninvestor

PRIMARYDEALERAgroupofgovermentsecuritiesdealerswhosubmitdailyreportsofmarketactivityand
positionsandmonthlyfinancialstatementstotheFederalReserveBankofNewYorkandaresubjecttoits
informaloversightPrimarydealersincludeSecuritiesandExchangeCommissionSECregisteredsecurities

AttachmentIII

Page32



brokerdealersbanksandafewunregulatedfirms

PRINCIPALONLYSTRIPsSecuritieswithcashflowbasedentirelyonthemonthlyprincipalpayments
receivedfromamortgagepool

RANGENOTESArangenoteisabondthatpaysinterestifaspecifiedinterestrateremainsaboveorbelowa
certainlevelandorremainswithinacertainrange

RATEOFRETURNTheyieldobtainableonasecuritybasedonitspurchasepriceoritscurrentmarketprice
Thismaybetheamortizedyieldtomaturityonabondthecurrentincomereturn

REPURCHASEAGREEMENTRPRepoShorttermpurchasesofsecuritieswithasimultaneousagreement
tosellthesecuritiesbackatahigherpriceFromthesellerspointofviewthesametransactionisareverse
repurchaseagreement

SAFEKEEPINGAservicetocustomersrenderedbybanksforafeewherebysecuritiesandvaluablesofalltypes
anddescriptionsareheldbythebankinthecustomersname

SECONDARYMARKETAmarketmadeforthepurchaseandsaleofoutstandingissuesfollowingtheinitial
distribution

SECURITIESANDEXCHANGECOMMISSIONSECAfederalgovernmentagencycomprisedoffive
commissionersappointedbythePresidentandapprovedbytheSenateTheSECwasestablishedtoprotectthe
individualinvestorfromfraudandmalpracticeinthemarketplaceTheCommissionoverseesandregulatesthe
activitiesofregisteredinvestmentadvisersstockandbondmarketsbrokerdealersandmutualfunds

SECRULE15C31SeeUniformNetCapitalRule
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STATEOBLIGATIONSRegisteredtreasurynotesorbondsofanyoftheother49UnitedStatesinadditionto
Californiaincludingbondspayablesolelyoutoftherevenuesfromarevenueproducingpropertyowned
controlledoroperatedbyastateorbyadepartmentboardagencyorauthorityofanyoftheother49United
StatesinadditiontoCalifornia

STRIPsBondsusuallyissuedbytheUSTreasurywhosetwocomponentsinterestandrepaymentofprincipal
areseparatedandsoldindividuallyaszerocouponbondsStripsareanacronymforSeparateTradingof
RegisteredInterestandPrincipalofSecurities

TRUSTEEAnindividualororganizationwhichholdsormanagesandinvestsassetsforthebenefitofanother
Thetrusteeislegallyobligedtomakealltrustrelateddecisionswiththetrusteesinterestsinmindandmaybe
liablefordamagesintheeventofnotdoingso

UNIFORMNETCAPITALRULESecuritiesandExchangeCommissionrequirementthatmemberfirmsaswell
asnonmemberbrokerdealersinsecuritiesmaintainamaximumratioofindebtednesstoliquidcapitalof15to
1alsocallednetcapitalruleandnetcapitalratioIndebtednesscoversallmoneyowedtoafirmincluding
marginloansandcommitmentstopurchasesecuritiesonereasonnewpublicissuesarespreadamongmembers
ofunderwritingsyndicatesLiquidcapitalincludescashandassetseasilyconvertedintocash

USAGENCYOBLIGATIONSFederalagencyorUnitedStatesgovernmentsponsoredenterpriseobligations
participationsorotherinstrumentsTheobligationsareissuedbyorfullyguaranteedastoprincipalandinterest
byfederalagenciesorUnitedStatesgovernmentsponsoredenterprisesIssuersincludeFaimieMaeFanner
MacFederalFarmCreditBanksFreddieMacFederalHorneLoanBanksFinancingCorporationTennessee
ValleyAuthorityResolutionTrustFundingCorporationWorldBankhnterAmericanDevelopmentBankand
PEFCO

USTREASURYOBLIGATIONSTREASURIESSecuritiesissuedbytheUSTreasuryandbackedbythe
fullfaithandcreditoftheUnitedStatesTreasuriesareconsideredtohavenocreditriskandarethebenchmark
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forinterestratesonallothersecuritiesintheUSandoverseasTheTreasuryissuesbothdiscountedsecurities
andfixedcouponnotesandbonds

TreasuryBillsAllsecuritiesissuedwithinitialmaturitiesofoneyearorlessareissuedasdiscounted
instrumentsandarecalledTreasuryBillsTbillsTheTreasurycurrentlyissuesthreemonthandsixmonthT
billsatregularweeklyauctionsItalsoissuescashmanagementbillsasneededtosmoothcashflows

TreasuryNotesAllsecuritiesissuedwithinitialmaturitiesoftwototenyearsarecalledTreasuryNotesT
notesandpayinterestsemiannually

TreasuryBondsAllsecuritiesissuedwithinitialmaturitiesgreaterthantenyearsarecalledTreasuryBonds
TbondsLikeTreasuryNotestheypayinterestsemiannually

YIELDTherateofannualincomereturnonaninvestmentexpressedasapercentageYielddoesnotinclude
capitalgainsaINCOMEYIELDisobtainedbydividingthecurrentdollarincomebythecurrentmarket
priceforthesecuritybNETYIELDorYIELDTOMATURITYisthecurrentincomeyieldminusany
premiumaboveparorplusanydiscountfromparinpurchasepricewiththeadjustmentspreadovertheperiod
fromthedateofpurchasetothedateofmaturityofthebond

ZEROCOUPONBONDAbondonwhichinterestisnotpayableuntilmaturityorearlierredemptionbut
compoundsperiodicallytoaccumulatetoastatedmaturityamountZerocouponbondsaretypicallyissuedata
discountandrepaidatparuponmaturity
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